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ABSTRACT
Peasley, Michael C. Ph.D. The University of Memphis. December 2017.
Customer Experience: An Analysis of the Impact on the Brand and Firm. Major
Professor: Dr. George Deitz.
Customer-driven service is more important than ever. The Marketing Science
Institute (MSI) lists customer experience as a top research priority (2014-2016) and
according to a recent Forrester (2010) study, more than 90% of senior executives say that
improving the customer experience is a “top strategic priority” for their organizations.
However, there are two major problems that impede the commitment to customer
experience. First, there is a lack of clarity to what customer experience is and how to
measure it. Second, firms are profit and shareholder focused, and many top executives do
not see direct value with investing in the customer experience. Thus, building on recent
customer experience literature, this research conceptualizes customer experience in a way
that is generalizable across multiple industries and to various customer types.
Furthermore, the benefits of improving customer experience are demonstrated by
connecting the construct to key business metrics. Specifically, a relationship is
established between customer experience and both brand equity and financial
performance.
Results show that customer experience elicits higher customer-based brand equity
and financial performance. The connection of customer experience to these metrics from
thousands of customers and hundreds of companies provides legitimacy to expending
resources to improve the customer experience. Finally, I study two moderating effects. I
look at the impact of brand level advertising expenditures on the relationship from
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customer experience to brand equity and the impact of firm financial leverage on the
relationship from customer experience to financial performance.
This manuscript concludes with potential theoretical implications for the
marketing academic literature, including the literature streams of advertising, brand
equity, customer experience, and financial performance. Drawing on these implications, I
discuss the importance of the current research for the further development of customer
experience measures, including the use of physiological measurements. I also offer
practical implications that can help marketers, managers, and executives better
understand customer experience and develop strategies for customer experience
management.
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CHAPTER ONE
INTRODUCTION AND OVERVIEW OF RESEARCH

Customer-driven service is more important than ever. The Marketing Science
Institute (MSI) lists customer experience as a top research priority (2014-2016) and
according to a recent Forrester (2010) study, more than 90% of senior executives say that
improving the customer experience is a “top strategic priority” for their organizations. In
a global economy, where differentiation is a difficult task, service matters more than ever.
Ultimately, customer experience can have a major impact on the growth and success of
an organization. Unfortunately, a Temkin Group (2014) report shows that, despite their
ambitions, only 10% of companies surveyed are “truly customer-centric” and “a majority
of firms are ill-prepared to achieve their customer experience leadership goals.”
What does a customer-centric experience look like? Imagine Ava, an enthusiastic
young girl, and her family have arrived at the Walt Disney World Resort to celebrate her
birthday. Upon entering one of Disney World’s restaurants, they are greeted by a hostess
and wait staff who address her family by name. They sit at a table and their food
promptly arrives. All this transpires without the wait staff asking the family what food
they would like to order. This “magic” is all part of a wearable technology known as
MagicBands. Each band is equipped with a radio frequency identity chip that broadcasts
the wearer’s identity while at Disney properties. The waiter at the restaurant received
Ava’s name on his screen, and the kitchen staff was alerted to prepare the food that Ava’s
parents had ordered months ago. Without having to ask the customer, the wait staff
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knows their order and where they’re sitting. On every step of the customer’s journey,
MagicBand facilitates efficient transactions for the customer. The technology provides
the user with an invisible and seamless experience.
For most firms, there are two major problems that impede the commitment to
customer experience. First, there is a lack of clarity to what customer experience is and
how to measure it. Lacking a clear definition and vision, many firms aren’t sure how to
improve customer experiences or have failed to train and empower their managers and
employees to provide great service. Absence of strategic customer experience
management and executive leadership, lack of financial commitment, and crossfunctional coordination issues, among other factors, are all limitations to improving the
customer experience. Second, the majority of customers care deeply about their
experiences with brands; however, from a managerial standpoint, it may only matter to
the extent that it affects behavioral and financial outcomes. Firms are profit and
shareholder focused, and many top executives do not see direct value with investing in
the customer experience and building brand equity.
Typically these investments, crucial to future success, are intangible and do not
appear on a balance sheet. Unlike other tangible assets in business organizations, such as
the plant and equipment, raw materials, and finished products, the value of market-based
and intangible assets are more challenging to measure and quantify, and are more
difficult to separate from increased operating expenses. For these reasons, many firms
still consider expenditures for marketing activities as an expense rather than an
investment. Customer driven and brand building expenditures may diminish a firm's
current-term profits and, in the absence of alternate signals, will be inferred by investors
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to signal lower future term profits. Therefore, as it currently stands, managers likely will
sacrifice these expenditures in an effort to inflate current-term results (Stein 1989). It
makes it enticing for managers to withhold, defer, or decrease intangible investments in
customer experience because of a lack of immediate effects, or the potential for a
negative effect, on current-term accounting performance measures.
However, market-based assets can also function in the exact same way as any
other tangible assets that are believed to be an investment, doing so by way of “lowering
costs, attaining price premiums, generating competitive barriers, providing a competitive
edge by making other resources more productive, and providing managers with options”
(Srivastava, Shervani, and Fahey 1998, p. 6). This is because a firm with superior marketbased assets is more likely to have high brand equity, which in turn works as an
intangible asset for the firm in improving market performance the way market-based
assets do. Thus, the insights of this study can be useful in depicting the future outlook of
sales revenues and provide confidence in reducing the reliance on short-term measures of
business performance, allowing managers to be freer to undertake strategies necessary for
ensuring the long-term viability of their firms, and implementing customer experience
management initiatives.
Advertising can enhance competitive customer relationships and partner
relationships through unique values delivered to firm stakeholders like buyers and
channel members (Srivastava et al. 1998, 1999). The relationships with customers and
partners are essential characteristics of relational market-based assets. Therefore, a firm’s
advertising can improve relational market-based assets by communicating its efforts with
a firm’s stakeholders. One of the key roles advertising plays in the market is to increase
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brand awareness and promote favorable brand attitudes. Thus, advertising can contribute
to development and maintaining of relational market-based assets through
communication with customers and partners (Srivastava et al. 1998; Chu and Keh 2006;
Rust, Ambler, Carpenter, Kumar, and Srivastava 2004; Srinivasan 2006).

Purpose of the Research
Building on consumption values theory and recent customer experience literature,
this research conceptualizes customer experience in a way that is generalizable across
multiple industries and to any customer. Furthermore, the benefits of improving customer
experience are demonstrated by connecting the construct to key business metrics. First,
intentionality in managing the customer experience should have a positive impact on how
customers perceive the brand. In this study, I investigate the relationship between
customer experience and brand equity. Second, investors may view costs associated with
a customer experience management strategy as prohibitive and an impediment to shortterm profits. I investigate whether changes in financial performance are associated with
information contained in customer experience and brand equity measures. Third, I
explore the interaction of brand level advertising expenditures with customer experience
and brand equity.
Results show that customer experience elicits higher customer-based brand equity
and financial performance. The connection of customer experience to these metrics from
thousands of customers and hundreds of companies provides legitimacy to expending
resources to improve the customer experience.
This manuscript concludes with potential theoretical implications for the
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marketing academic literature, including the literature streams of advertising, brand
equity, customer experience, and financial performance. Drawing on these implications, I
discuss the importance of the current research for the further development of customer
experience measures, including the use of physiological measurements. I also offer
practical implications that can help marketers, managers, and executives better
understand customer experience and develop strategies for customer experience
management.

Organization of the Dissertation
This dissertation is divided into seven chapters:
Chapter One: Introduction and Overview of Research
Chapter Two: Review of the Literature
Chapter Three: Hypothesis Development
Chapter Four: Methodology
Chapter Five: Empirical Results
Chapter Six: Discussion and Conclusions

The literature review presented in Chapter Two reviews the current definitions of
customer experience and addresses the distinctiveness of customer experience from the
constructs of satisfaction, service quality, and customer relationship management.
Chapter Two goes on to provide a conceptual model and a discourse on the properties
and dimensions of customer experience. Chapter Three presents the variables of interest
in this study and formal hypotheses. Chapter Four examines the methodology utilized for
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this study, along with a brief description of each data source. Chapter Five includes the
empirical findings of this study. Chapter Six provides the discussion, theoretical
contributions, managerial implications, and conclusions for this dissertation.
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CHAPTER TWO
REVIEW OF THE LITERATURE

While customer experience appears to be a newer concept, the origins are deep in
marketing literature. The idea that “what people really desire are not products but
satisfying experiences” has gradually been evolving into one of the most popular topics
of the 21st century (Abbott 1955, p.40). Academic researchers, experiential theorists, and
marketing practitioners have long encouraged a broader view of consumer behavior, one
that encompasses emotional aspects in addition to cognitive process and views
experiences as being distinct from goods and services (Holbrook and Hirschman 1982).
In addition, marketing practice has also had interest in experiences being distinct from
goods and services (Pine and Gilmore 1998).
The rise of customer experience to international prominence has raised a number
of questions and spotlighted the challenges in formulating its use in research and
management. While there are many definitions and various forms (see Table 1), customer
experience has yet to be unanimously defined. However, there are a number of recent
definitions with a high degree of acceptance and similarity in which I can build on. The
first defined customer experience as a multidimensional construct, consisting of sensory,
affective, cognitive, behavioral, and social experiences (Schmitt 1999). This definition
was also one of the first to reflect about the customers’ evaluations expanding past a
merely cognitive evaluation.
Other definitions have highlighted the internal and subjective nature of customer
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interactions. Most notably, “customer experience originates from a set of interactions
between a customer and a product, a company, or part of its organization, which provoke
a reaction. This experience is strictly personal and implies the customer’s involvement at
different levels. Its evaluation depends on the comparison between a customer’s
expectations and the stimuli coming from the interaction with the company and its
offering in correspondence of the different moments of contact or touch-points’’ (Gentile,
Spiller and Noci 2007, p.397). Similarly stated by other customer experience researchers,
“customer experience is the internal and subjective response customers have to any direct
or indirect contact with a company. Direct contact generally occurs in the course of
purchase, use, and service and is usually initiated by the customer. Indirect contact most
often involves unplanned encounters with representatives of a company’s products,
services, or brands and takes the form of word-of-mouth recommendations or criticisms,
advertising, news reports, reviews and so forth” (Meyer and Schwager 2007, p. 118).
These definitions communicate how each experience of the customer is highly personal
and unique, and depends on personal expectations with each direct or indirect touchpoint
along the customer journey.
Customer experience is also defined as encompassing the total experience.
“Customer experience is holistic in nature and involves the customer’s cognitive,
affective, emotional, social and physical responses to the retailer” (Verhoef, Lemon,
Parasuraman, Roggeveen, Tsiros, and Schlesinger 2009, p. 32). Each experience is
compiled of elements which the retailer can control (e.g. service interface, retail
atmosphere, assortment, price) and elements that are outside of the retailer’s control (e.g.
influence of others, purpose of shopping). “The customer experience encompasses the
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total experience, including the search, purchase, consumption, and after-sale phases of
the experience, and may involve multiple retail channels” (Verhoef et al. 2009, p. 32).
Perhaps a more refined summary, “customer experience is a multidimensional construct
focusing on a customer’s cognitive, emotional, behavioral, sensorial, and social responses
to a firm’s offerings during the customer’s entire purchase journey” (Lemon and Verhoef
2016, p. 71). This holistic view encompasses the pre- and post-purchase experiences, as
well as everything in between, and thus the entire customer journey.

Table 1: Customer Experience Defined
Source

Customer experience

Key Concepts

Lemon and
Verhoef (2016)

“Customer experience is a multidimensional
construct focusing on a customer’s cognitive,
emotional, behavioral, sensorial, and social responses
to a firm’s offerings during the customer’s entire
purchase journey” (p. 71)

Holistic (entire
purchase
journey),
Multidimensional

Lemke, Clark,
and Wilson
(2011)

“Customer experience is the customer’s subjective
response to the holistic direct and indirect encounter
with the firm, including but not necessarily limited to
the communication encounter, the service encounter
and the consumption encounter” (p.848)

Holistic (direct
and indirect
encounters)

Verhoef,
Lemon,
Parasuraman,
Roggeveen,
Tsiros, and
Schlesinger
(2009)

“Customer experience is holistic in nature and
involves the customer’s cognitive, affective,
emotional, social and physical responses to the
retailer. This experience is created not only by those
elements which the retailer can control (e.g., service
interface, retail atmosphere, assortment, price), but
also by elements that are outside of the retailer’s
control (e.g., influence of others, purpose of
shopping). The customer experience encompasses the
total experience, including the search, purchase,
consumption, and after-sale phases of the experience,
and may involve multiple retail channels” (p. 32)

Holistic
(including preand post-purchase
experiences,
controllable and
uncontrollable
elements)
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Table 1 (continued): Customer Experience Defined
Source

Customer experience

Key Concepts

Gentile, Spiller
and Noci
(2007)

‘‘Customer experience originates from a set of
interactions between a customer and a product, a
company, or part of its organization, which provoke a
reaction. This experience is strictly personal and
implies the customer’s involvement at different
levels. Its evaluation depends on the comparison
between a customer’s expectations and the stimuli
coming from the interaction with the company and its
offering in correspondence of the different moments
of contact or touch-points” (p.397)

Intersubjective

Meyer and
Schwager
(2007)

“Customer experience is the internal and subjective
response customers have to any direct or indirect
contact with a company. Direct contact generally
occurs in the course of purchase, use, and service and
is usually initiated by the customer. Indirect contact
most often involves unplanned encounters with
representatives of a company’s products, service or
brands and takes the form of word-of-mouth
recommendations or criticisms, advertising, news
reports, reviews and so forth” (p. 118)

Intersubjective,
direct and indirect
interactions

Schmitt (1999)

Customer experience is a multidimensional construct
with five different types of experiences: “Sensory
experiences; affective experiences; creative cognitive
experiences; physical experiences, behaviors and
lifestyles; and social-identify experiences that result
from relating to a reference group of culture” (p.60)

Multidimensional

Customer Experience as a Distinct Construct
A common question in regards to customer experience is whether or not it is a
reboot or repackaged version of a previous model, or if customer experience is really a
unique concept. In order to achieve a better understanding of how customer experience
integrates some concepts and diminishes others, it is important to discuss where customer
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experience leaves the constructs of satisfaction, service quality, and customer relationship
management. Table 2 provides a short summary of the differences described below.
Satisfaction. Satisfaction is universally agreed to be a cognitive postpurchase/post-use evaluation given pre-purchase expectations (Oliver 1980). It’s
customarily a cumulative evaluation based on the total purchase and consumption
experience with a good or service (Fornell 1992). This provides an assessment of the
firm’s past, present, and future performance. The expectation-disconfirmation framework
(Oliver 1980) provides some insight into how customer satisfaction is formed. The
framework shows how buyers form expectations and judge their satisfaction about
product performance in comparison with those expectations. If the performance is above
predicted expectations, positive disconfirmation occurs and satisfaction is increased. If
performance is below expectations, negative disconfirmation occurs and dissatisfaction is
expected.
Though there are many, two key distinctions that highlight the differences of
customer experience and satisfaction: the acknowledgement of customer emotions within
the experience (Edvardsson 2005) and the nature of customer experience as a processoriented construct rather than solely the outcome of consumption (Bolton, Gustafsson,
McColl-Kennedy, Sirianni, and Tse 2014). This implies that experiences are not merely
general evaluative judgments about the product or brand (e.g., “I like this product,” “I
like this brand”), but experiences include specific emotions, cognitions, and behavioral
responses that occur at multiple touchpoints throughout the entire customer journey.
In the 1980s, researchers began to classify services as significantly different from
goods (Zeithaml 1998). Service quality was formed and conceptualized as a gap between
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the expectations of the service interaction and the consumer’s overall assessment of the
service encounter (Parasuraman, Zeithaml, and Berry 1985). Though similar, service
quality has a few distinctions from customer satisfaction. Customers require experience
with a product to determine how satisfied they are with it; however, quality can be
perceived without actual consumption experience (Oliver 1993). Second, customer
satisfaction has been long recognized as dependent on value (Howard and Sheth 1969),
where value can be viewed as the ratio of quality to benefits, relative to costs (Holbrook
1994; Zeithaml 1988). Thus, whereas satisfaction is dependent on price, the quality of a
good or service is not typically dependent on price. Furthermore, there is empirical
support in the literature for quality as an antecedent of satisfaction (e.g., Anderson and
Sullivan 1993; Cronin and Taylor 1992; Fornell 1992; Oliver and DeSarbo 1988).
Service quality. In addition to being distinct from customer satisfaction, service
quality is also distinct from customer experience. First, researchers find the dimensions of
service quality are too limited (Sureshchandar, Chandrasekharan, and Anantharaman,
2002) to capture customer experience fully, which is declared in the continuous calls for
a broader and holistic conceptualization of experience (Verhoef et al. 2009). Second,
research following Parasuraman, Zeithaml, and Berry (1988) has challenged the
assumption that customers assess service or experience against expectations (Cronin and
Taylor 1992) and has failed to validate the dimensions of service quality’s primary
measurement tool, SERVQUAL (Buttle 1996), consequently questioning its
generalizability.
Nevertheless, the concept of the expectations gap led to the popular adage of
needing to “delight” customers by always exceeding their expectations. In response,
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researchers developed customer delight (Oliver 1997; Rust and Oliver 2000) which in
contrast with customer satisfaction and service quality is a highly emotional strategy to
turn customers into long-term loyal followers (Arnold, Reynolds, Ponder, and Lueg
2005). To exceed expectations and “delight” a customer, the service provider needs to
deliver surprisingly better service than the level expected by the customer. One may
conclude that surprising the same customers in subsequent transactions will become
increasingly difficult (Johnston 2004; Loureiro, Francisco, Breazeale 2014; Rust and
Oliver 2000). If surprise is an essential prerequisite for the formation of customer delight,
it can be expected that delighting customers will be extremely cost intensive.
Furthermore, other customers who hear of these stories of “delight” through word of
mouth will also increase their expectations (Anderson Fornell, and Lehmann 1994; Rust
and Oliver 2000). Because of these among other key problems, the idea of surpassing
expectations and delighting customers has failed as a tool for capturing useful consumer
evaluations and predicting future behavior.
Recent academic work has shown that experience reflects customers’ overall
assessment of value rather than in relation to expectations. Value-in-use focuses on the
extent to which customers have accomplished higher-order goals (MacDonald,
Kleinaltenkamp, and Wilson 2016). Individuals have different abstract and concrete goals
that will impact how they interpret the outcomes of each contact with a brand. Some
individual components of a service encounter may exceed expectations and be assessed
as successful, but that does not automatically mean that the overall experience is assessed
the same. Measuring the components of service quality does not ensure that customers
are successful in achieving their desired results (Maklan and Klaus 2011). Ultimately,
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those highly personal objectives constitute value, and therefore provide the greatest
weight in the consumer’s evaluation of a customer experience.
Customer relationship management. Developed initially in business to business
(B2B) and channels research (Dwyer, Schurr, and Oh 1987; Morgan and Hunt 1994),
relationship marketing improved the understanding of the aspects of developing
relationships with customers and building relational outcomes such as commitment and
trust. The focus on building long-term relationships with customers led to customer
relationship management, an emphasis on extracting value from those relationships and
optimizing the relationship for profitability. However, research on relationships has
shown that there is not a strong correlation between long-term relationships and
profitability (Reinartz and Kumar 2000) and the results of customer relationship
management have underperformed (Meyer and Schwager 2007; Schmitt 2003).
Relationships by their nature involve people or an organization having an
attentive and thoughtful connection with another person or entity. Customer relationship
management was designed to manage those relationships and make investments in
developing the relationships to exploit financial gain. While relationships between a
customer and a firm or a firm’s agents may improve customer experience, customer
experience is much broader than the service encounter and any established relationships.
Customer relationship management does not account for touchpoints outside the control
of the firm, the experiences of new customers, and technical or service requests which are
handled by a different department. Additionally, they are becoming scarcer as the growth
of digital and social channels has empowered consumers to engage firms from behind the
screen. Ultimately, customer relationship management falls short in meeting the needs of
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all customers and providing successful consumer experiences.

Table 2: Customer Experience Comparisons

Dimensions of Customer Experience
Generally, academics and practitioners believe that every touchpoint during each
direct and indirect interaction leads to an evaluation of customer experience. It is also
generally agreed upon that customer experience is internally subjective and
multidimensional, involving more than simply a cognitive component. Accordingly, I
define customer experience as a holistic and multidimensional construct that impacts the
customer’s subjective cognitive, behavioral, and emotional responses to every direct or
indirect contact with a firm’s offerings. From this definition, I identify three specific
properties of customer experience, related to customer experience as a subjective,
multidimensional, and holistic construct.
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Individually Intrasubjective
First, customer experience is individually intrasubjective and socially
intersubjective (Gentile, Spiller, and Noci 2007; Edvardsson, Tronvoll and Gruber 2011).
Customer experience is inherently personal and unique to the individual customer, as
they bring their own heterogeneous background (e.g., personality, past related
experiences). Research shows us that “value creation is defined by the experience of a
specific customer, at a specific point in time and location, in the context of a specific
event” (Prahalad and Ramaswamy 2003, p. 14). In essence, no two people have the exact
same customer experience as two customers may perceive the same service exchange
differently (Gentile et al. 2007). Experiences also occur in a social context, and are
therefore shaped by social environments and shared understandings. These subjective and
social experiences occur in a number of different interactions with the brand. However, I
suggest that there are three primary dimensions or experiences in which consumers
interact with a brand: functional experiences, service-interface experiences, and social
experiences.
Functional Experience. The customer experience is often centered on the notion of ‘value
in use’ where the customer jointly determines the value of the good or service offering
(Gronroos 2008). The product or service being purchased is itself a valuable customer
touchpoint. Yet, one of the most fundamental concepts of experience marketing is that
value does not only reside in the object of consumption (products and services); value
also lies in the experience of consumption. These experiences may involve the product
experience, the ability to compare offers (Maklan and Klaus 2011), price setting,
incentives, promotions (Ailawadi, Beauchamp, Donthu, Gauri, and Shankar 2009;
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Grewal, Levy, and Kumar 2009), and the performance value. Performance value is
individually unique because of personal and lifestyle experiences. Lifestyle experiences
result from the affirmation of values and personal beliefs, and are affected by interests,
opinions, and personality, relating to the individually intrasubjective nature of customer
experience. A service or product offering may provide a lifestyle experience because the
use of the service or product becomes a connection to particular values the company and
the brand embody and the customers share (Gentile et al. 2007). Furthermore,
performance represents the ability of an object to perform its function well regardless of
how the individual uses it, whether or not it is actually used for its intended purpose.
Service-Interface Experience. The service-interface includes all of the channels a
customer could interact with and all of the actors in each channel (e.g., front line
employees, other customers, self-service technology). These interactions occur in
multiple physical environments with different atmospherics and service processes. The
service-interface includes the integration and coordination of channels (or lack thereof),
the quality of each interaction, and the consistency of the experience. Experience is likely
to arise across channels, from the cumulative effect of numerous encounters, rather than
being driven by a single episode. It also highlights the importance of flexibility (Liljander
and Strandvik 1997) and service recovery (Tax and Brown 1998) when necessary. Each
actor within the service-interface must be able to adapt to each customers personal
differences and unique desires. Thus, customer experience results from the alignment of
multiple direct and indirectly engaged actors at different places and times within a service
system (Chandler and Lusch 2015).
Social Experience. Experiences are socially intersubjective; they are shaped by
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social environments and to a system of shared understandings and social consensus.
Some previous authors have stated that the social aspect of customer experience is an
evaluative dimension (Sahin, Zehir, and Kitapçı 2011), while others have eliminated the
social dimension from their conceptualization due to the correlation to the affective
dimension and loading on the same factor (Brakus, Schmitt, and Zarantonello 2009;
Iglesias, Sauquet, and Montaña 2011). I posit that the social aspect of customer
experience involves part of how consumers experience a firm within a large social
environment and this elicits cognitive, behavioral, and affective evaluations. Consider
that just the presence of other customers in the context of a service exchange can steer
and modify the individual customer experience (Grove and Fisk 1977). For example, an
experience can be enhanced (a helpful customer taking an advisory role) or diminished
(making noise during a movie) by the presence of other customers.
Both interpersonal relationships and brand relationships contribute to a
consumer’s experience of a product or service. These experiences emerge from social
contexts that occur during common consumption as part of a real or imagined community
or to affirm social identity (Mael and Ashforth 1992). The relational component of the
social experience involves his or her social context, relationship with other people, or
ideal self. This affirmation of social identity elicits a sense of belonging or of distinction
from a social group. The social influence of consumption has become more prevalent as
it is increasingly facilitated and stimulated by the rapid growth of online environments
and brand communities (Verhoef et al. 2009). This rapidly changing dimension provides
insights to how self-esteem, making a favorable impression, and pride in the consumption
experience influence how consumers experience services or products in social contexts.

27

Multidimensional
Customer experience is multidimensional in nature, as it consists of more than a
cognitive evaluation of customer experience (Holbrook and Hirschman 1982). A
straightforward review of recent definitions with a high degree of acceptance and
similarity proposes that customer experience involves some combination of the
customer’s affective, behavioral, cognitive, emotional, lifestyle, pragmatic, sensory, or
social responses. Therefore, drawing from recent peer-reviewed research in the customer
experience literature stream (Gentile et al. 2007; Schmitt, 1999, 2003; Verhoef et al.
2009), I conceptualize customer experience as a multidimensional construct composed of
three distinct components. My conceptualization of customer experience is very
analogous to what was developed by the Ritz-Carlton research team using surveys, focus
groups, and qualitative studies from 1988-2002. Their research revealed that customers
have three primary goals. Customers want quality products, services, and solutions.
Customers want low effort products, services, and solutions that they don’t have to wait
for. Customers want employees to be kind and provide caring service (Shulze 2015).
Therefore, building on the customer experience literature and work done by the
Ritz-Carlton, the experiential components I deduce as they key dimensions of customer
experience involve a cognitive evaluation, behavioral evaluation, and affective
evaluation.
Cognitive Evaluation. Cognitive responses are related to the mental action or
process toward understanding, perception, or evaluation. The cognitive component is the
component of customer experience connected with thinking or conscious mental
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processes. Customers are driven by goals that motivate them to engage in service
exchange and influence their daily choices and actions (Bagozzi and Dholakia 1999).
These specific and different consumption goals are often driven by different life themes
(e.g., environmentalism, vegetarianism) (Arnould and Price 2000) and drive the
perception of the interaction, thereby influencing the customer experience (Higgins and
Scholer 2009). Thus, cognitive evaluation is related to the customer’s ability to
accomplish their specific consumption goals, which are unique to them and perhaps
unique to the particular circumstances surrounding that specific consumption experience.
Behavioral Evaluation. A behavioral response is related to the experiences that
result from the practical act of doing something and the usability or ease in which the
activity can be accomplished. Ease of use, customization, convenience (Magrath and
McCormick 2012), communication, delivery, and usage (Lemke, Clark, and Wilson
2011) all influence the behavioral evaluation consumers have. However, many customer
interactions with a firm drive disloyalty, not loyalty. Firms tend to do more harm than
good, often making things worse. Research has shown that firms do not make it easy for
consumers, instead 57% report having to switch from the web to the phone, 59% report
expending moderate-to-high effort to resolve an issue, and 62% report having to
repeatedly contact the company to resolve an issue (Dixon, Freeman, and Toman 2010).
By solving problems quickly, making it easy for the customer, and keeping the customer
from having to contact the company repeatedly or switch channels, customers can have a
better behavioral experience.
Affective Evaluation. The emotional component of the customer experience
involves one’s affective system through the generation of moods, feelings, and emotions.
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Researchers have long recognized that the affect experienced before, during, and after
consumption of a product or service can have a significant influence on evaluative
judgments (Mano and Oliver 1993). These experiences with a brand, service, or product
are likely to generate emotions that influence an affective evaluation of the experience
(Gentile, Spiller and Noci 2007). Improving the emotional experience provides the
customer with peace-of-mind, putting the customers at ease and increasing consumer
confidence (Maklan and Klaus 2011). Research has even suggested that consumers’
emotional interactions with brand actors may be more strongly linked to relational and
behavioral outcomes than cognitive components (Fournier 1998).
Furthermore, an affective evaluation can be impacted by appealing to the
consumers’ five senses. Researchers in the customer experience literature stream have
encouraged firms to appeal to the customers’ sight, sound, touch, taste, and smell
(Arnould and Thompson 2005; Gentile et al. 2007; Schmitt 1999). There is a large
research stream in psychology and marketing that addresses the effects of sensorial
experiences on feelings, moods, and emotions (e.g. Krishna 2012; Robin, Alaoui-Ismaili,
Dittmar, and Vernet-Maury 1999). For example, colors, noises, sizes, shapes, and scents
have all been shown to draw customer attention and stimulate emotional responses
(Baker, Levy, and Grewal 1992; Bellizzi and Hite 1992; Bellizzi, Crowley, and Hasty
1983; Jang and Namkung 2009). In marketing, much of this research has been conducted
on atmospherics, specifically looking at aesthetics, ambience, sound, and related factors
in a retail setting. Previous research has shown that these background characteristics;
including music, scents, and temperature, have an effect on the senses and a subconscious
effect on customer’s affective states (Oakes 2003; Ryu and Jang 2007). Table 3 provides
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some examples of the types of evaluations consumers may have in each customer
experience dimension.

Table 3: Customer Experience Dimensions

Cognitive Evaluation

Behavioral Evaluation

Affective Evaluation

Successfully accomplishing
the goals of the interaction

Accessibility and ease of the
interaction

Feelings about the
interaction

Functional Experiences:
Functionality
Performance
Price and selection
Promise fulfillment
Value in use

Functional Experiences:
Ease of search
Ease of use
Efficiency
Reliability

Functional Experiences:
Enjoyment from use
First impressions
Positive indirect experiences
(advertisements, WOM)
Sensory experiences

Service-Interface
Experiences:
Application of knowledge
Competence
Choice, ordering, payment
Customization
Flexibility

Service-Interface
Experiences:
Alignment and
communication
Attention and availability
Employee effort
Quick process times

Service-Interface
Experiences:
Atmospherics
Friendliness
Low stress environment
Relationships with staff or
suppliers

Social Experiences:
Identification
Personal and lifestyle fit
Pride
Status

Social Experiences:
Low effort opportunity for
self-expression
Low effort opportunity to
make a good impression

Social Experiences:
Enjoyment of association
Feelings of being accepted
Improved self-image

Holistic
Finally, customer experience is event-specific, yet dynamic in nature (Lemon et
al. 2016). The customer experience consists of a series of touchpoints. A touchpoint
occurs whenever a customer directly or indirectly ‘touches’ the firm across multiple
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channels and at various points in time (pre-purchase, purchase, and post-purchase).
Initially, customer experience can be measured at each of these event specific
touchpoints. Yet, as the customer moves along the purchase journey, they accumulate
experiences across consecutive touchpoints that are related to multiple service exchanges
over time and together make up the customer journey (Patricio, Fisk, Falcão e Cunha, and
Constantine 2011; Rawson, Duncan, and Jones 2013). Customer experience has a
dynamic component to it that is composed of and informed by multiple event-specific
experiences that happen over the course of the customer-firm relationship, taking place in
a dynamic environment. This is similar to how life occurs in a continuous pattern, yet, the
human brain perceives activity as a series of meaningful units or discrete events (Speer,
Zacks, and Reynolds 2007). Hence, customers take a longitudinal perspective when
assessing their experiences, by evaluating the experience in multiple touchpoints, with
each evaluated touchpoint being a meaningful event to that particular customer.
An emphasis on the importance of each touchpoint in the customer journey
contributes to an understanding of the complexity in managing the entire customer
experience. It may be challenging enough to identify the touchpoints within the control of
the firm, but identifying the starting and ending touchpoints often feels like an impossible
task. Researchers believe that most customers have had experience with a company even
before they have bought something, most often from advertising, promotion, and word of
mouth. Therefore, researchers would need to measure customer experience before,
during, and after the consumption of a service or product to account for both direct and
indirect contacts and peer influences (Berry, Seiders, and Grewal 2002; Payne,
Storbacka, and Frow 2008). This generates practical challenges for marketing
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researchers, specifically to the complexity of gathering customer evaluations at each
touchpoint both within and beyond the control of the firm. Furthermore, customers are
unlikely to be able to separate their evaluations of individual touchpoints post-use. These
customer experience evaluations will almost always be influenced by other touchpoints
and be to some extent dynamic in nature. Therefore, we can measure event-specific
customer experience, the experience that is linked to a particular customer-firm
interaction and we can measure dynamic customer experience, the overall experience that
evolves over time and is reflective of multiple interactions during the customer-firm
relationship.
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CHAPTER THREE
HYPOTHESIS DEVELOPMENT

Brand Equity
Brands have become primary capital for many firms. In many cases, the brand has
an equity, which exceeds its asset value. Brand equity can be defined under two major
perspectives: the value of the brand to customers and the value of the brand to the firm.
The value to customers concerns how product or service brands are perceived by
customers. Operationalizations of customer-based brand equity involve consumer
perceptions of brand awareness and perceived quality, and consumer behavior, including
brand loyalty and purchase intentions (Cobb-Walgren, Ruble, and Donthu 1995; Yoo and
Donthu 2001). The value to the firm, the financial perspective, is based on the
incremental discounted future cash flows that would result from a branded product’s
revenue over the revenue of an unbranded product (Simon and Sullivan 1993).
The products and services of brands, and the touchpoints surrounding the
exchange, provide prolific experiences for building long-term associations (Holbrook and
Hirschman 1982). These associations translate into favorable brand value, measured
effectively by customer-based brand equity. Brand equity can be referred as “a set of
brand assets and liabilities linked to a brand, its name, and symbol that add to or subtract
from the value provided by a product or service to a firm and/or to that firm’s customers”
(Aaker 1991, p.15). Building a high equity brand provides firms with a competitive
advantage through benefits such as greater customer loyalty (Chaudhuri and Holbrook
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2001), more brand extension opportunities (Aaker and Keller 1990; Lane and Jacobson
1995), and less vulnerability to a brand failure and competitive marketing actions (Liao
and Cheng 2014).
The value of a brand exists in the perceptions consumers hold and the experiences
customers have with the products, services, and employees the brand is associated with.
These perceptions and experiences influence customer-based brand equity, which has
been defined as “the differential effect of brand knowledge on consumer response to the
marketing of the brand (Keller 1993, p.2).” This effect can be described as the difference
in a consumer’s response to a product from a particular brand versus an identical unbranded product. Based on this framework, customer-based brand equity occurs as a
result of the consumer’s brand knowledge, defined in terms of brand awareness and brand
image, and as a result of the consumer’s brand response, defined in terms of brand
consideration. Brand awareness reflects the consumers’ ability to identify (recall or
recognize) a brand under different conditions and across a variety of settings (Rossiter
and Percy 1987).
Brand awareness reflects what the consumer recognizes about the brand and how
positive are the brand associations. A consumer’s familiarity with a brand develops
through direct and indirect experiences with the brand, related to personal use with the
brand, exposure to marketing communication, and the use of the brand within one’s
network (Alba and Hutchinson 1987; Kent and Allen 1994). Brand awareness captures
consumers' brand knowledge structures, the brand associations that exist within a
consumer's memory. Given the large number of brands that consumers encounter,
consumers cognitively process information in a highly selective manner. When
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consumers have limited experience with a brand, they lack prior knowledge on which to
base their evaluations of the brand. However, superior customer experiences with the
brand may increase processing because of a desire to update knowledge structures about
the brand.
Brand image is defined as “perceptions about a brand as reflected by the brand
associations held in consumer’s memory (Keller 1993, p. 3).” These brand associations
can be formed directly from a consumer’s own experiences with the brand, or through
advertising and other sources (e.g., word of mouth). Brand associations characterize what
a brand represents in the mind of the consumer and impact customer-based brand equity
through three categories: attributes, benefits, and attitudes (Keller 1993). Brand related
attributes influence what a consumer perceives a brand is. Consumers often draw
conclusions about a brand based on product-related attributes such as the actual function
of the product or experiences in the various channels of the service-interface, as well as
non-product-related attributes including price, packaging, and both user and usage
imagery (Keller 1993). These attributes signal the value of the brand and impact brand
quality perceptions. However, perceived quality may not reflect actual quality, thus in
order to enhance the brand image, firms devote significant resources to quality
improvement programs (Rust, Zahorik, and Keiningham 1995).
The benefits or value consumers attach to a brand come from functional,
experiential, and symbolic benefits (Keller 1993). The functional benefits of a product are
related to the ability for a problem to be resolved or avoided in order to meet basic
physiological and safety needs. Whereas functional benefits are reflected in the
evaluation of a product’s overall superiority over other similar products, experiential
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benefits are reflected in the experience and feelings associated with using the product and
the symbolic benefits are reflected in the need for personal expression and social
approval. The brand image of a product can increase both. For example, even though a
particular brand may have products that aren’t necessarily the most superior in their
respective categories, users that enjoy a greater experience and more satisfaction through
the holistic experience are likely to rate the brand image higher (Javed and Javed 2015).
These brands use superior customer and social experiences to signal quality and increase
consumer confidence.
A consumer’s response to a brand is reflected in the brand’s performance, which
relates to the ways in which the brand meets customer’s cognitive, behavioral, and
emotional needs and provides experiential and symbolic benefits. Brand factors such as
competence, expertise, and dependability (Sirdeshmukh, Singh, and Sabol 2002), along
with consumer perceptions and experiences, impact brand purchase intentions.
Competence and expertise during the customer experience provide assurance to the
consumer that the brand will accomplish its value promise (Doney and Cannon 1997) and
dependability leads the consumer to be confident about future experiences.
The customer expects consistency in their experiences over time. This includes
the accuracy and care of delivery and installation; courtesy and helpful customer service;
and the quality and promptness of repair. The consideration to purchase a brand implies
the likelihood that consumers will include the brand in their set of brands they use. These
intentions depend on how personally relevant the consumer views the brand and the
extent to which the brand has provided good customer experiences in the past. Direct
personal experience with a brand has the strongest influence in building habits and
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memories about a brand (Burnkrant and Unnava 1995). For these reasons, my first
hypothesis in the model (Figure 1) reflects the likelihood that positive customer
experiences will positively impact customer-based brand equity.
H1: There is a positive association between customer experience and customerbased brand equity.

Figure 1: Customer Experience Model

Financial Performance
Generating short-term financial results is outwardly appealing, or even necessary
for job security. This view is troublesome for the necessary financial investments needed
to improve the customer experience and brand assets. For instance, improving the
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effectiveness of operations such as purchasing, manufacturing, promotions, and logistics
typically has a stronger short-term payoff component, thus related expenditures are easier
to justify (Aaker and Jacobson 1994). If managers wish to make investments that will
generate a competitive advantage and long-term profits, but may negatively affect shortterm performance, they must be able to justify these investments to their stakeholders,
particularly shareholders.
For customer experience to be endearing to senior managers and shareholders, it
must provide financial value. Although linking customer experience to accounting
measures provides valuable insights, including analyzing the link with return on
investment (ROI), return on assets (ROA), and sales revenue (SALES), these measures
cannot be viewed as a replacement for measuring long-term financial performance, as
measured by data from capital market equity. There must be rigorous theoretical and
empirical support for a positive association between customer experience and long-term
financial performance. Without such findings, key decision makers and influences are
likely to remain hesitant toward customer experience as a strategic business initiative.
Srivastava, Shervani, and Fahey (1998) provide a link for the empirical findings
on customer experience to their impact on stock returns and shareholder value. They
identify four major determinants of a company’s market value: (1) acceleration of cash
flows, (2) increase in cash flows, (3) reduction of risk associated with cash flows, and (4)
increase in the residual value of the business. By definition, firm value is the discounted
value of the cash flows distributed by the firm to its security holders. Therefore, a firm’s
marketing activities should be linked to its cash flows (Anderson 1982; Day and Fahey
1988). Furthermore, past research has shown that there are several links among marketing
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activities, cash flows, and performance (Rust et al. 2004; Srivastava et al. 1998). The
importance of cash flows to shareholder value is that greater cash flow leads to a
distribution to shareholders, which ultimately determines firm value (i.e., stock price) and
the wealth created for shareholders (Rappaport 1986). Firms exhibiting greater amounts
versus lower amounts of cash flow should naturally signal a greater financial health of the
firm. The presence of greater amounts of cash flow should also help alleviate the
perceived risk of corporate investments (Rao and Bharadwaj 2008), especially intangible
investments in improving customer experience and building brand equity.
Proactive strategies to improve the customer experience that reduce complaints
and customer defections should positively impact the firm’s ability to retain and grow
their customer base. Increasing retention and market share, through improvements in the
customer experience, secure future sales revenues (Rust and Zahorik 1993; Rust et al.
1995), while also increasing net cash flow by reducing the cost of future customer
transactions, such as ones associated with communications, sales, and service (Srivastava,
Shervani, and Fahey 1998). Additionally, greater customer retention reduces the cost of
customer acquisition because a stable customer base provides a fairly predictable source
of future sales revenues as customers return to buy again (Narayandas 1998). Thus,
customer retention should positively affect financial performance and shareholder value
by reducing the volatility and risk associated with projected future cash flows.
Positive customer experiences are likely to influence shareholder value through
the influence of loyal customers and the increased purchase behavior, recommending the
brand to others, and improved price tolerance they are more likely to have (Gremler and
Brown 1998). Customer experience should influence customers to repurchase, purchase

40

at a higher frequency or in higher quantities, and cross-buy from the brand. These
behaviors reduce acquisition and transaction costs and increase sales revenues, leading to
faster market penetration, thereby increasing and accelerating cash flows and market
share (Srivastava et al. 1999). Great customer experiences may also support higher prices
or provide resistance against downward pressure on prices (Anderson 1996; Narayandas
1998). Positive word of mouth and recommendations from great customer experiences
should also influence financial performance. Positive word of mouth and
recommendations should influence lower acquisition costs and brand expansion into new
markets, thereby producing greater net cash flows and higher market share (Anderson
1998; Fornell 1992). Following this reasoning, I state the following hypothesis:
H2: There is a positive association between customer experience and financial
performance.

The customer-based brand equity literature supports the fundamental logic that
customer experience should positively influence customer retention through building
brand awareness, improving brand image quality, and increasing brand consideration. A
consumer undergoing poor customer experiences will not remain a customer unless they
are limited by location or price. There is an abundance of conceptual logic and empirical
evidence to suggest that the health of a firm’s customer relationships is an appropriate
indicator of firm performance (Ambler, Bhattacharya, Edell, Keller, Lemon, and Mittal
2002; Blattberg and Deighton 1996; Bolton, Lemon, and Verhoef 2004; Fornell 1995;
Hogan, Lemon, and Rust 2002; Rust et al. 2004). If customer experience increases brand
equity, then higher equity brands increase their relative bargaining power with respect to
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suppliers, partners, and channels. These stakeholders should find value in a partnership
with a high customer experience and equity brand, and thus are likely to seek to sustain
favorable relationships with the brand.
In a competitive marketplace that offers meaningful consumer choice alternatives,
firms with high brand equity provide many benefits for firms. Research shows that high
brand equity brands may elicit higher usage levels (Bolton, Kannan, and Bramlett 2000),
reduce the cost of future transactions (Reichheld and Sasser 1989), lower price elasticity
(Anderson 1996), secure future revenues (Rust and Keiningham 1995; Rust, Moorman,
and Dickson 2002), and minimize the likelihood of customer defection (Anderson and
Sullivan 1993; Mithas, Jones, and Mitchell 2004). These combined effects should impact
net cash flows positively and lower the risk of future cash flows. I expect the relationship
between brand equity and shareholder value to be positive because brand equity provides
a valuable, forward-looking indicator of future net cash flows and market share.
Following this reasoning, I state the following hypothesis:
H3: There is a positive association between customer-based brand equity and
financial performance.

Brand Level Advertising Expenditures
Decision makers in marketing and the C-suite are well aware of the pressure to
maximize value, and the impact of the short-term and long-term effects their actions have
on market and investor response. Firm value has been classified as tangible and
intangible value (Simon and Sullivan 1993). There is a large amount of accounting,
economic, and marketing literature that has focused on more tangible assets, such as the
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sales or profit outcome of marketing actions. Our study has investigated intangible assets,
specifically the impact of investments into customer experience and brand equity. Since
firms do not report the marketing expenditures associated with these intangible assets,
their estimation and impact is complicated. Here I look at brand level advertising
expenditures, which have tangible value.
Since the first formal advertising model, AIDA (Attention-Interest-DesireAction), the effectiveness of advertising has been investigated in marketing, most often
measured by one of two approaches (Lehmann and Reibstein 2006). One focuses on
diagnostic marketing metrics (e.g., awareness, loyalty, recommendations) and the other
focuses on evaluative marketing metrics (e.g., sales, market share, profit, return on assets,
cash flow, shareholder value). In this research, I focus on both diagnostic and evaluative
marketing metrics—in particular, brand equity and financial performance—and examine
how brand level advertising expenditures further increase the impact that positive
customer experiences and brand equity offer.
Studies within the domains of accounting, finance, and marketing have suggested
that advertising spending can directly and indirectly affect firm sales and financial value.
However, some researchers argue that correlating advertising with financial returns might
be misleading because advertising is far removed from stock price-based firm value (Luo
and Jong 2012). Still, studies have shown that advertising spending directly increases the
trading activities of investors (Grullon, Kanatas, and Weston 2004) and such
expenditures have also been found to be positively related to stock returns (Srinivasan
and Hanssens 2009; Joshi and Hanssens 2010). Advertising can gain consumer attention
and provide value to brands by improving the benefits of the qualities that already exist.
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These benefits boosted by advertising, in turn, impact future sales and profits of the firm
(Kirmani and Wright 1989; Osinga, Leeflang, and Wieringa 2010). Further, advertising
may accelerate the velocity of the effects from superior customer experiences on brand
equity. For these reasons, I suggest that brand level advertising expenditures work as a
moderator, strengthening the relationships between intangible and tangible assets.
The impact of advertising expenditure on the relationships between customer
experience, brand equity, and shareholder value can be examined based on signaling
theory (Spence 1973, 1974). Firms may attempt to signal the quality of their products and
services by advertising (Nelson 1974), and quality signals can be transmitted in the form
of advertising expenditures (Basuroy, Desai, and Talukdar 2006; Erdem and Swait 1998).
The belief is that higher advertising expenditures will be incurred by firms that can
recoup their expenditures from offering trustworthy and quality products and services
(Kirmani and Rao 2000). Advertising expenditures thus provide a credible and
informative basis for making inferences about how one will be treated as a customer and
about a product or service’s true quality because of the associated risk to negative
financial consequences (Basuroy, Desai, and Talukdar 2006; Rao, Qu, Ruekert 1999).
Advertising is often used to demonstrate a competitive advantage and differentiate
a product or service from those of its competitors. If higher customer experience allows
brands to achieve superior product-market performance leading to more stable earnings
in the future, then advertising can enhance market penetration. Advertising spending
levels are good indicators of receiving good value in the purchase (Archibald, Haulman,
and Moody 1983). Thus, it can persuade the consumer that a product, service, or
experience is superior, thereby decreasing uncertainty (Byzalov and Shachar 2004) while
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increasing both current sales and brand equity. Advertising spending can also result in
sales performance as higher advertising expenditures can enhance the perceptions of
value held by consumers.
Higher advertising expenditures may also produce a more positive impact on the
relationship between customer experience and brand equity. Based on relationships with
intangible assets in previous literature, advertising should be able to increase the effect of
positive outcomes that occur from intangible assets, such as customer experience and
brand equity (Ailawadi, Lehmann, and Neslin 2003; Buil, de Chernatony and Martínez
2013; Eng and Keh 2007). Significant brand level advertising expenditure shows that the
firm is investing in the brand, which in principle implies improved customer experiences
and superior quality (Kirmani and Wright 1989). Advertising plays a key role in
communicating potential functional, service-interface, and social experiences as well as
product or service functional, experiential, and symbolic benefits. Advertising heightens
awareness of these customer experiences and their impact in generating improvements or
decay in the quality perceptions that impact brand equity (Aaker 1991; Keller 1993).
Therefore, I hypothesize that:
H4: Brand level advertising expenditures positively moderate the relationship
between customer experience and customer-based brand equity, such that the
relationship is stronger at higher levels of brand level advertising expenditures.

Firm Financial Leverage
Leverage is a strategy of using financial instruments or borrowed capital to
increase the potential return of an investment. Leverage can also refer to the amount
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of debt used to finance assets. A firm that is highly leveraged has more debt than assets or
equity. Using borrowed money enables a firm to obtain significantly more assets or to
make more investments than what could have been purchased using only available cash.
A high degree of financial leverage means high interest payments, which negatively
affect the company's bottom-line earnings per share. However, a high degree of financial
leverage also provides greater opportunities for product or customer experience
development and market share growth.
The finance literature has linked leverage with equity risk and with firms’ ability
to repay debt (e.g., Ferreira and Laux 2007; Kisgen 2006). The finance literature has also
identified leverage as being associated with performance indicators such as net working
capital, dividend payouts, bond ratings, favorable capital expenditures and acquisitions
(Harford, Mansi, and Maxwell 2012). Tangible assets, many of which can be easily
collateralized, support debt. Accordingly, the amount of tangible assets is wellestablished as a principal driver of leverage. As investing is shifting more and more from
tangible to intangible assets, it becomes crucial to understand to what extent intangible
assets support debt. Analyzing this question empirically has been difficult due to the lack
of information about firms’ self-created intangible assets.
Over time, firms are making relatively more investments in customer experience
and R&D, less investment in property, plant and equipment. It has long been accepted
that intangible assets can be important to firm value and potentially affect firms’ financial
performance. However, it has been difficult to assess their importance since their values
are largely unobservable. For example, customer experience expenditures are expensed,
yet, where can they be easily found on a firms’ balance sheet? In this study, I focused on
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the relationship between the intangible assets of customer experience and consumerbased brand equity with financial performance. The main goal was to document to what
extent and under what conditions customer experience offers financial value to the firm.
Furthermore, what effect occurs when intangible assets, due to characteristics such as
high valuation risk and poor collateralization, interact with debt?
It has been conventional wisdom that, regardless of its troubling side effects, the
aggressive use of financial leverage pays off in higher company values. Prior studies
usually find a positive relationship between tangibility and leverage, implying a negative
relation between intangible assets and leverage if everything that is not property, plant, or
equipment is considered an intangible asset. There is less effort and time required to raise
dollars through debt than equity. Furthermore, manager performance is often measured
on earnings-per-share growth, thus, to increase earnings-per-share growth by increasing
financial leverage is personally beneficial.
Firms with more tangible assets tend to have more debt. Many tangible assets
constitute proper collateral (Harris and Raviv 1991; Frank and Goyal 2008; Parsons and
Titman 2009) because they can more easily be redistributed at relatively low transaction
costs if the borrower defaults. Intangible assets also tend to be more risky and more
difficult to value than tangible assets. Therefore, borrowing costs should be relatively
higher when intangible assets support firms’ debt, resulting in a negative relation between
asset tangibility and financial leverage. Investors may be wary of companies with a
heavier reliance on debt than is justified by their assets. Under certain conditions
executives may be inclined to push a company’s capital structure beyond its optimal
balance point (Piper and Weinhold 1982). This occurs when the CEO or CFO
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overestimates the payoff from debt financing or fails to understand the basis for wealth
creation through debt financing or to take account of corporate taxes. Investors will likely
look unfavorably at investments in customer experience from highly leveraged firms.
H5: Financial leverage moderates the relationship between customer experience
and financial performance, such that at high (low) levels of leverage customer
experience has a negative (positive) effect on financial performance.

Customer-Based Brandy Equity Dimensions
As a check to the robustness of this research, it is worthwhile to examine the
association between customer experience and the individual dimensions of customerbased brand equity: brand familiarity, brand quality, and brand consideration. Figure 2
provides a visual demonstration of the relationships that will be analyzed.
Brand awareness and familiarity. Brand awareness reflects the consumers’ ability
to identify (recall or recognize) a brand under different conditions and across a variety of
settings (Rossiter and Percy 1987). Brand awareness is often thought of as being “top of
mind,” yet it is better described as the depth and breadth of familiarity a consumer has
with a brand. Awareness reflects what the consumer recognizes about the brand and how
positive are the brand associations. A consumer’s familiarity with a brand develops
through direct and indirect experiences with the brand, related to personal use with the
brand, exposure to marketing communication, and the use of the brand within one’s
network (Alba and Hutchinson 1987; Kent and Allen 1994).
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Figure 2: Customer-Based Brand Equity Dimensions Model

Consumers with ample experience with a brand have prior knowledge on which to
base their evaluations of the brand. This may lead to a greater willingness to allocate
attention to brands that provide superior customer experiences, thus providing the
consumer with a more in depth understanding of the brand and familiarity with the brand
offerings. Furthermore, superior customer experience may increase brand processing
because of curiosity and a desire to update existing knowledge about a brand. Simply,
consumers pay more attention to brands that provide a superior customer experience.
Thus, I propose that brands with higher customer experience scores with have higher
brand familiarity.
H6: There is a positive association between customer experience and brand
familiarity.
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Brand image and quality. Brand image is defined as “perceptions about a brand as
reflected by the brand associations held in consumer’s memory” (Keller 1993, p. 3).
These brand associations can be formed directly from a consumer’s own experiences with
the brand or through advertising and other sources (e.g., word of mouth). The benefits or
value consumers attach to a brand come from functional, experiential, and symbolic
benefits (Keller 1993). Whereas functional benefits are reflected in the evaluation of a
product’s overall superiority over other similar products, experiential benefits are
reflected in the experience and feelings associated with using the product, and the
symbolic benefits are reflected in the need for personal expression and social approval.
The brand image of a product can increase both. For example, even though Apple
products aren’t necessarily the most superior in their respective categories, it has been
documented that Apple users enjoy a greater experience and more satisfaction through
the holistic Apple experience (Javed and Javed 2015). Furthermore, brands such as
Apple, Harley-Davidson, Louis Vuitton, Nike, and Ray-Ban all provide opportunity for
social expression and either actual or perceived social approval from others. Brands will
use superior customer experiences to signal quality and increase consumer confidence.
Thus, brand quality will be higher for brands with high customer experience scores.
H7: There is a positive association between customer experience and brand
quality perceptions.

Brand consideration. The performance of the product or services that the brand
represents is at the core of customer-based brand equity. A consumer’s response to a
brand is reflected in the brand’s performance, which relates to the ways in which the
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brand meets customer’s cognitive, behavioral, and emotional needs and provides
experiential and symbolic benefits. Brand factors such as competence, expertise, and
dependability (Sirdeshmukh, Singh, and Sabol 2002), along with consumer perceptions
and experiences, impact brand purchase intentions. Competence and expertise during the
customer experience provide assurance to the consumer that the brand will accomplish its
value promise (Doney and Cannon 1997) and dependability leads the consumer to be
confident about future experiences.
Consumers expect consistency in their experiences over time. This includes the
accuracy and care of delivery and installation; courtesy and helpful customer service; and
the quality and promptness of repair. The consideration to purchase a brand implies the
likelihood that consumers will include the brand in their set of brands they use. These
intentions depend on how personally relevant the consumer views the brand and the
extent to which the brand has provided good customer experiences in the past. To
influence purchase intentions, the consumer must believe that the product or service will
fully satisfy their needs and provide superior experiences at various touchpoints. Direct
personal experience with a brand has the strongest influence in building habits and
memories about a brand (Burnkrant and Unnava 1995). Therefore, those who had
positive customer experiences in the past or have heard about the positive experiences of
others are more likely to consider purchasing the brand in the near future.
H8: There is a positive association between customer experience and brand
consideration.
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Brand-level advertising expenditures. If higher customer experience allows
brands to achieve superior product-market performance leading to more stable earnings
in the future, then advertising can enhance market penetration. Advertising can gain
consumer attention and provide value to brands by bringing attention to the benefits of
the qualities that already exist. Boosted by advertising, brands may accelerate the impact
of customer experience on customer-based brand equity (Kirmani and Wright 1989).
Thus, brand-level advertising can have a pivotal role in communicating potential
functional, service-interface, and social experiences as well as product or service
functional, experiential, and symbolic benefits. Brand-level advertising heightens
awareness of these customer experiences and their impact in generating perceptions that
influence brand familiarity, quality, and consideration (Aaker 1991; Keller 1993).
H9: Brand level advertising expenditures positively moderate the relationship
between customer experience and (a) brand familiarity, (b) brand image, and (c)
brand consideration, such that the relationships are stronger at higher levels of
brand level advertising expenditures.
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CHAPTER FOUR
RESEARCH DESIGN AND METHODOLOGY

The testing of the preceding hypotheses requires appropriate measures of
customer experience, customer-based brand equity, and financial performance. Customer
experience data comes from the Temkin Group in partnership with Forrester Research,
one of few sources of longitudinal brand level customer experience data. The Temkin
Group provides a dynamic and holistic measure of customer experience. Every year, the
Temkin Group and Forrester Research conduct an online survey of 10,000 consumers for
approximately 300 brands across 15 industries, with each brand being rated by at least
200 consumers. This is a useful and comprehensive database of customer experience
evaluations for multiple reasons. First, an individual firm’s CX score represents its served
market’s (i.e., its customers’) overall evaluation of total purchase and consumption
experience based on a cognitive evaluation, behavioral evaluation, and affective
evaluation. Second, Temkin measures customer experience as experienced by customers,
rather than by expert ratings or managers’ perceptions. Third, the measures are designed
to provide a comprehensive picture of customer experience across economic sectors and
industries. In each sector, the largest industries and the largest firms in each industry are
measured. Fourth, Temkin provides a uniform set of comparable customer-based firm
performance measures that can be matched with traditional accounting-based
performance measures and capital market data. Fifth, Temkin is similar to other databases
(e.g, ACSI, Harris EquiTrend) in that a large number of consumers representative of the
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United States population rate brands across a wide range of categories, providing a
generalizable based sample. Hence, the Temkin Customer Experience data offers a
unique and powerful database to test the hypotheses in this study.
To examine customer-based brand equity, I used the Harris Interactive’s
EquiTrend database. The metrics for the brand dimensions come from Harris
Interactive’s EquiTrend database, one of few sources of longitudinal data for brand
familiarity, quality, and consideration that is widely used in academic research (e.g.,
Aaker and Jacobson 1994; Mitra and Golder 2006; Rego, Billett, and Morgan 2009).
Every year, Harris Interactive conducts an online survey of more than 20,000 consumers
for over 3000 brands across 35 categories, with each brand being rated by at least 1000
consumers from a consumer sample that is designed to be representative of the U.S.
population. Harris Interactive’s EquiTrend database is an appropriate sample for two
main reasons. First, Harris Interactive collects data on consumer brand perceptions that
are required to operationalize customer-based brand equity. Second, brands owned by a
large number of firms across a wide range of different categories are included in the
EquiTrend database, which provides a broadly based sample from a generalizability
perspective.
To measure financial performance, a forward looking and cumulative long-term
measure of firm economic value is needed. The measure should also be generalizable and
comparable across firms in many different industries. Most research on firm performance
has relied on accounting-based ratio measures, such as return on investment (ROI) and
return on assets (ROA) (Buzzell and Gale 1987; Jacobson 1988, 1990a). Yet, such
measures typically contain little or no information about the future value of a firm
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(Geyskens, Gielens, and Dekimpe 2002). Ratio measures such as ROI and ROA provide
greater comparability than other accounting based measures across firms, at least within
the same industry. However, due to firm and industry differences in accounting practices,
a comparison of accounting based measures across firms and industries is problematic.
Additionally, these measures represent accounting profit, whereas my focus is on
economic profit. The ROI measure is not a forward-looking assessment, as it assumes
that previous investments impact only current-period earnings, but in reality they can
affect future earnings as well. It is also easier to manipulate than market equity and is
sensitive to accounting conventions and tax laws.
Market–based measures of firm performance are a much better assessment of
cumulative and long-term economic value. A firm’s stock price, according to the efficient
market theory, incorporates all information about expected future earnings (Fama 1970).
Thus, the price of a stock can be viewed as a forward-looking and cumulative measure of
long-term performance and value. However, by itself, stock price represents an arbitrary
division of shareholder or market value by however many shares are offered. Therefore,
stock prices lack a natural common baseline that allows for comparison across firms or
industries and fall short in suitability for our study.
A forward-looking, capital market–based measure of the value of a firm is
Tobin’s q (or simply q). A firm’s q value is the ratio of its market value to the current
replacement cost of its assets (Tobin 1969). The belief is that replacement cost (the
denominator of q) is a logical measure of alternative uses of a firm’s assets. A firm that
creates a market value that is greater than the replacement cost of its assets is perceived
as using its resources more effectively and thus as creating increased shareholder value

55

(Lewellen and Badrinath 1997). A firm that does not create incremental value has a
Tobin’s q equal to 1. The gap between a firm’s Tobin’s q and 1 indicates the degree of
anticipated future abnormal returns. Tobin’s q has gained wide acceptance as a measure
of a firm’s economic performance. In marketing, Tobin’s q has been applied in
measuring numerous constructs, including the value of brand equity (Simon and Sullivan
1993). It is based on the belief that the securities market efficiently evaluates the firm’s
expected future revenue stream in determining the firm’s value. Because the q value is
based on the stock price of a firm, it is a more forward-looking measure (i.e., it is based
on the anticipated future performance of the firm) than measures such as ROI, which
measure historical financial performance. Estimates of q tend both to have a much higher
average correlation with their true measures than do estimates of ROI and to outperform
ROI measures in econometric models of performance (McFarland 1988). The implication
of this work is that Tobin’s q has superior measurement properties than ROI. Tobin’s q is
also adjusted for expected market risk and is less affected by accounting conventions,
which makes it comparable across firms in different industries. “By combining capital
market data with accounting data, q implicitly uses the correct risk-adjusted discount rate,
imputes equilibrium returns, and minimizes distortion” (Montgomery and Wernerfelt
1988, p. 627).
Finally, I use Kantar Media’s Ad$pender database and COMPUSTAT to gather
data for the moderators. Ad$pender is a web-based database which delivers advertising
expenditure information on over 100,000 brands and product categories, major industries,
and companies across 18 media including cable and network TV, broadcast radio
networks, major national newspapers and hundreds of business-to-business and consumer
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magazines. Kantar Media monitors advertising that is placed in media and then estimates
the amounts spent. Information compiled in their database can be exported by company,
product, or the brand, and is available monthly, quarterly, and annually. Ad$pender
appears to be the best measurement option for brand level advertising expenditure data,
given its strengths of including an immense number of major brands across numerous
industries. COMPUSTAT was used to calculate the financial leverage of the firm.
Standard and Poor's COMPUSTAT data provides annual accounting and financial
information for companies traded on the NYSE, AMEX, and NASDAQ stock exchanges.
Firm financial leverage was computed as the ratio of long-term debt plus current
liabilities to total assets.

SAMPLING AND DATA COLLECTION
Customer experience data obtained from the Temkin Group included the years
2011 to 2013. Subsequent year brand equity data obtained from Harris Equitrends,
included the years 2012 to 2014. Following standard practice (Cornwell, Pruitt and Clark
2005), the University of Chicago’s computerized Center for Research in Security Prices
(CRSP) database served as the data source for all analyzed stock market data from the
years 2012 to 2014. Overall, there were 445 firm year observations nested within 167
brands. All of the variables used in this study can be found in Table 4.

MEASURES
Customer experience ratings. The measures of customer experience come from
the Temkin Group Customer Experience database. Consumers identified brands that they
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had interacted with over the previous month and were asked a series of questions about a
random sample of those brands. Consumers were asked to give a cognitive evaluation,
behavioral evaluation, and affective evaluation of the sample of brands, all on a one to
seven Likert scale. The cognitive evaluation question was, “Thinking of your most recent
interactions with this brand, to what degree were you able to accomplish what you
wanted to do (1= “completely failed” to 7= “completely succeeded”)?” The behavioral
evaluation question was, “thinking of your most recent interactions with this brand, how
easy was it to interact with the brand (1= “very difficult” to 7= “very easy”)?” The
affective evaluation question was, “thinking of your most recent interactions with this
brand, how did you feel about the interaction (1= “upset” to 7= “delighted”)?” These
scores are compiled into a single Customer Experience score, designed to be a summary
metric of a brand’s customer experience rating. This Customer Experience score (CX)
provides an easy comparison across brands, consumer segments, and industries.
Customer-based brand equity ratings. The customer-based brand equity measure
comes from Harris Interactive’s EquiTrend database and is a latent variable scaled to a 0100 index, estimated using three consumer metrics. Each consumer is asked to rate a
brand’s familiarity on a scale from one to five (1 = “never heard of the brand,” 2 = “just
know of the brand,” 3 = “somewhat familiar with the brand,” 4 = “very familiar with the
brand,” and 5 = “extremely familiar with the brand”). Perceived brand quality is assessed
by consumer ratings on an eleven-point scale from zero (“unacceptable/poor quality”) to
ten (“outstanding/extraordinary quality”), with five (“quote acceptable”) as the mid-point.
Consumer purchase consideration is assessed in regards to the intentions to the future
relationship with the brand. Consumers respond to the question, “If price were not a
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consideration, how likely are you to purchase products or services of the following brand
in the future?” on a scale from one (“never would purchase the brand”) to four
(“absolutely would purchase the brand”). These three variables are major aspects of
Keller’s (1993) conceptualization and provide valid indicators of consumers’ awareness
of the brand (familiarity) and strength of positive associations (perceived quality and
purchase consideration) with the brand in their minds (Rego, Billett, and Morgan 2009).
For each brand, the brand familiarity, quality, and purchase intentions score is the
weighted average of consumer responses. The weights assigned are based on matching
the sample’s demographic composition to the demographic composition of the United
States. These scores are compiled into a single Brand Equity score, designed to be a
summary metric of a brand’s strength. This Brand Equity score provides an easy
comparison across brands, consumer segments, and industries.
Financial performance. Standard and Poor's COMPUSTAT data provides annual
accounting and financial information for companies traded on the NYSE, AMEX, and
NASDAQ stock exchanges. COMPUSTAT was used to calculate the dependent variable
of financial performance, Tobin’s q. I estimated the components in the following
equation:
q=

Market value of equity + book value of debt
Total replacement cost of assets

This approach, Chung and Pruitt’s (1994) method, has gained wide acceptance in
the marketing, economics and finance literature.
Advertising. To calculate brand level advertising expenditures, I used Kantar
Media’s Ad$pender database. Brand level advertising expenses are suitable and more
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accurate measures than what is currently used in marketing research (Ailawadi, Farris,
and Parry 1999).
Leverage. The finance literature has linked leverage with equity risk and with
firms’ ability to repay debt (e.g., Ferreira and Laux 2007; Kisgen 2006). Data from
COMPUSTAT was used to calculate the financial leverage of the firm. Firm leverage
was computed as the ratio of long-term debt plus current liabilities to total assets. I
estimated the components in the following equation:
Leverage =

Long-term debt + current liabilities
Total assets

These measures involved time-series cross-sectional data, taken at lagged
intervals throughout the year. Thus, customer experience and brand-level advertising
expenditures were measured at 0 months. Customer-based brand equity financial
performance using Tobin’s Q, and firm financial leverage were measured approximately
12 months later.

Control Variables
Following advice from the finance literature, this study includes several firm and
industry level covariates in the analysis (Ahuja and Lampert, 2001; Ferreira and Laux,
2007; Miles, Covin, and Heeley, 2000). This enables the control of factors that are
already known to affect financial performance and to determine the extent to which
customer experience and customer-based brand equity provide new information in
explaining financial performance. Standard and Poor's COMPUSTAT data provides
annual accounting and financial information for companies traded on the NYSE, AMEX,
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and NASDAQ stock exchanges. Data for all control variables in this study are taken from
COMPUSTAT. To control for economies-of-scale effects and firm-level heterogeneity, I
used data on firm size (natural log of employees), cost of goods sold (COGS) to revenue
ratio, industry, and year.
Firm size. This study controls for firm size because it has previously been shown
to affect performance (Ahuja and Lampert 2001; Miles, Covin, and Heeley 2000). Firm
size is also a relevant variable because large firms may have more resources, thus
experiencing economies of scale. Previous research has suggested that annual revenue,
sales, and number of employees are all equally appropriate indicators of a firm’s size
(Harrison et al., 1988). First, I computed the natural log of the number of employees that
were employed by the firm.
Cost of goods sold (COGS). Costs of goods sold are the direct costs attributable to
the production of the goods sold by a company. This amount includes the cost of the
materials used in creating the good along with the direct labor costs used to produce the
good. It excludes indirect expenses such as distribution costs and sales force costs. COGS
appear on the income statement and can be deducted from revenue to calculate a
company's gross margin. COGS is the cost of creating the products that a company sells;
therefore, the only costs included in the measure are those that are directly tied to the
production of the products. For example, the COGS for an automaker would include the
material costs for the parts that go into making the car along with the labor costs used to
put the car together. The cost of sending the cars to dealerships and the cost of the labor
used to sell the car would be excluded.
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Table 4: List of Variables
Variables

Notation

Measured Variable

Data Source

Literature Support

Dependent
Tobin’s q

Q

A long-term and forward
looking measure of firm
economic value. The ratio
of a firm’s market value
to the current
replacement cost of its
assets

COMPUSTAT

Anderson, Fornell,
and Mazvancheryl
(2004); Lewellen and
Badrinath (1997)

Brand Equity

BE

A summary of a brand’s
intangible value

HARRIS

Aaker and Jacobson
(1994); Mitra and
Golder (2006); Rego,
Billett, and Morgan
(2009)

Independent
Customer
Experience

CX

A summary evaluation of
consumer purchase and
consumption experience

TEMKIN

Moderator
Brand-Level
Advertising

ADV

A summary of brandlevel advertising
expenditures

KANTAR
MEDIA

Firm Leverage

LVG

Ratio of long-term debt
and current liabilities to
total assets

COMPUSTAT

Rao, Agarwal, and
Dahlhoff (2004); Ferreira
and Laux (2007); Kisgen
(2006); Rego, Billet, and
Morgan (2009)

Control
Firm Size

EMP

The natural log of the
number of employees

COMPUSTAT

Ahuja and Lampert
(2001); Miles, Covin,
and Heeley (2000)

Cost of Goods
Sold

COGS

Ratio of annual cost of
goods sold to sales

COMPUSTAT

Rego, Billet, and Morgan
(2009)

Year

YEAR

Year of data

COMPUSTAT

Rego, Billet, and Morgan
(2009)

INDUSTRY

Industry based on SIC
codes

COMPUSTAT

Rego, Billet, and Morgan
(2009)

Industry
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To account for minor differences in financial reporting, study design, and
execution from year to year, I controlled for year. To account for the various industries
represented within the data, I controlled for industry using the SIC code in
COMPUSTAT. The four industries represented in the data included: services, retailers,
manufacturers, and transport services (airlines, rental cars, delivery).
Table 5 presents the descriptive statistics for the proposed model. Table 6 presents
the descriptive statistics for the robustness check with the individual brand dimensions.
Table 7 summarizes correlations between customer experience and brand familiarity,
quality, and consideration. Table 8 shows a positive correlation between customer
experience and each of the three customer-based brand equity dimensions.

63

Table 5: Descriptive Statistics for Proposed Model
Variables

N

M

SD

SE

Minimum

Maximum

Dependent
Tobin’s q
Brand Equity

317
349

0.46
6.14

0.37
0.66

.02
.03

-2.31
4.46

1.00
8.22

Independent
Customer Experience

444

6.62

0.89

.04

4.10

8.50

Moderator
Brand-Level Advertising
Firm Leverage

321
316

8.31
4.28

16.10
23.85

.89
1.34

0.01
-49.87

133.78
307.87

Controls
Firm Size
Cost of Goods Sold / Sales

314
317

174.95
0.63

308.65
0.18

17.42
.01

1.09
0.09

2200.00
0.97

Table 6: Descriptive Statistics for Brand Dimensions Model
Variables

N

M

SD

SE

Minimum

Maximum

Dependent
Brand Familiarity
Brand Quality
Brand Consideration

349
349
349

1.80
5.28
2.45

0.53
0.55
0.24

.03
.03
.01

1.80
5.28
2.45

4.45
8.43
3.73

Independent
Customer Experience

444

6.62

0.89

.04

4.10

8.50

Moderator
Brand-Level Advertising

321

8.31

16.10

.89

0.01

133.78

Controls
Firm Size
Cost of Goods Sold / Sales

314
317

174.95
0.63

308.65
0.18

17.42
.01

1.09
0.09

2200.00
0.97
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1
.31**
.20**
.03
-.12*
1.36*
-.03
-.06
.04
.01
-.20**
-.08
.05
.21**

Q
1
.50**
.16*
-.04
.12
.05
-.05
.04
.01
-.21**
-.13*
-.10
.35**

BE

1
.13*
-.20**
.22**
.25**
-.06
.04
.01
-.49**
-.14**
-.25**
.74**

CX

1
-.01
.15*
-.16
.03
-.01
-.01
.01
-.12*
-.08
.13*

ADV

1
-.06
.01
.06
-.07
.01
.16**
.01
-.05
-.16*

LVG

1
.18**
.04
-.02
-.01
-.20**
-.08
.03
.22**

EMP

1
.08
-.07
.01
-.40**
.15**
.21**
.14*

COGS

1
-.45*
-.47**
-.01
.04
.01
-.02

2012

1
-.57**
.01
-.02
-.03
.02

2013

1
.01
-.02
.01
-.01

2014

1
-.23**
-.31**
-.52**

1
-.18**
-.31**

SERV TRAN

1
-.40**

MAN

1

RET

Table 7: Correlation Matrix for Variables in Proposed Model
Variables
Tobin’s q
Brand Equity
Customer Experience
Brand-Level Adv
Firm Leverage
Firm Size
COGS/REV
2012
2013
2014
Services
Transport Services
Manufacturers
Retailers

* Correlation is significant at the 0.05 level (2-tailed)
** Correlation is significant at the 0.01 level (2-tailed)
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Variables
1
-.02
.54**
.41
.36**
.34**
-.01
.05
-.05
.00
-.25**
-.22**
-.14**
.47**

FAM
1
.31**
.09
.13
-.10
.04
-.21**
.31**
-.11*
.01
-.11*
.20**
-.11*

QUAL

1
.51**
.08
.09
.06
-.05
.04
.01
-.20**
-.04
-.25**
.41**

CON

1
.02*
.22**
.25**
-.07
.04
.02
-.49**
-.14*
-.25**
.74**

CX

1
.15*
-.12
.03
-.01
-.01
.01
-.12*
-.08
.12*

ADV

1
.18**
.04
-.02
-.01
-.20**
-.08
.03
.22**

EMP

1
.08
-.07
.01
-.40**
.15**
.21**
.14*

COGS

1
-.45*
-.47**
-.01
.04
.01
-.02

2012

1
-.57**
.01
-.02
-.03
.02

2013

1
.01
-.02
.01
-.01

2014

1
-.23**
-.31**
-.52**

SERV

1
-.18**
-.31**

TRAN

1
-.40**

MAN

1

RET

Table 8: Correlation Matrix for Variables in Brand Dimensions Model

Brand Familiarity
Brand Quality
Brand Consideration
Customer Experience
Brand-Level Adv
Firm Size
COGS/REV
2012
2013
2014
Services
Transport Services
Manufacturers
Retailers

* Correlation is significant at the 0.05 level (2-tailed)
** Correlation is significant at the 0.01 level (2-tailed)
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CHAPTER FIVE
EMPIRICAL RESULTS

There are two approaches to the analysis of complex sample data in Mplus.
The research model in this study was tested with Mplus version 5.21 using the
approach, TYPE=COMPLEX. Complex data refers to data obtained by cluster
sampling and/or sampling with an unequal probability of selection (Muthén and
Satorra 1995). The TYPE=COMPLEX approach computes standard errors and chisquare tests of model fit taking into account complex sampling features. This allows
the analysis to take into account that the 445 data observations in this study are nested
within 167 brands.
Table 9 details the estimates for the customer experience model. The estimates
for the control variables are consistent with prior findings in the finance literature, and
the R-square value of 8% for the baseline financial control variables on financial
performance is consistent with those observed in prior studies (e.g., Coles, Daniel, and
Naveen 2006; Luo and Bhattacharya 2009). In addition, the observed coefficients are
consistent with prior findings in the finance literature. I controlled for omitted fixed
effects and the effects of number of employees, year, industry, and cost of goods sold
relative to revenue. These control results are not significant. This finding is consistent
with theory and with findings in economics (Smirlock, Gilligan, and Marshall 1984,
1986) and marketing (Fornell 1995; Jacobson and Aaker 1985).
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Table 9: Cross-Sectional Regression Results for Proposed Model
Model 1: Controls
Independent Variables

Estimate

t-test
value

Estimate

Hypotheses
H1: CX BE
H2: CX Q
H3: BE Q
BrAdv
H4: CXxBrAdv BE
LVG
H5: CXxLVG Q
CX Q via BE
Controls
Employees
Cost of Goods Sold/Rev
2012
2013
Transport Services
Manufacturing
Retail

0.25
-0.27
-0.04
0.01
0.08
0.19
0.22

Model 2: IVs +
Controls

1.60
-1.73
-1.31
0.52
0.90
2.20*
2.54*

t-test
value

0.42
-0.03
0.14

5.45**
-0.67
2.57**

0.06
0.25
-0.29
-0.03
0.00
0.07
0.17
0.18

Model 3:
Interactions + IVs +
Controls
Estimate
t-test
value

2.56**

0.35
-0.06
0.15
0.12
0.12
2.70
-1.09
0.05

4.21**
-1.54
2.67**
1.65
2.46*
3.92**
-2.33**
2.27*

1.44
-1.80
-1.15
-0.01
0.81
1.94
1.74

0.24
-0.21
-0.04
-0.01
0.07
0.16
0.21

1.37
-1.33
-1.22
-0.25
0.80
1.84
2.08*

Brand Equity
Observations
R2
F-value
F-probability

445
.13
2.41
p = .02

445
.29
4.59
p < .01

445
.31
5.17
p < .01

Tobin’s q
Observations
R2
F-value
F-probability

445
.08
1.45
p = .15

445
.13
2.33
p = .02

445
.16
2.43
p = .01

*p ≤ .05
**p ≤ .01
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An R-square increase of 16% when customer experience is added to the
equation indicates that customer experience has significant relevance. This result
suggests that customer experience is a strong predictor of the customer-based brand
equity a firm can build up. An R-square increase of 5% when customer experience and
customer-based brand equity are added to the equation shows their significant
relevance on financial performance. These findings show that the financial markets
view customer experience and customer-based brand equity as strong predictors of
firms’ forward looking financial performance.
The model improved significantly with the addition of the theoretical variables
(model 2 vs. model 1) and interaction variables (model 3 vs. model 2). The
hypothesized model, which included control variables, independent variables, and
interaction variables, was significant with an R-square value of 31% on customerbased brand equity and 16% on financial performance. This analysis provides strong
support for the impact and effectiveness of customer experience initiatives on
increasing brand equity and financial performance. Figure 3 shows the results of the
tested relationships in the model.
In support for H1, the size and significance of the coefficients and the relative
R-square increases show that customer experience has a significant impact on
customer-based brand equity (bCX = .35, p < .01). I found that the impact of customer
experience on financial performance was not significant (bCX = -.06, p = .15), thus I
do not find support for H2. H3 predicts that customer-based brand equity will have a
significant impact on financial performance (bBE = .15, p < .01). The findings support
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H3 and highlight the path of full mediation as the impact of customer experience on
financial performance occurs through the mediator, brand equity. This provides an
empirical rationale for the widely observed phenomenon of customer experience, as
investors may be unsure if customer experience investments will impact the bottom
line, yet there is an acceptance of activities that increase brand equity. This result
suggests that firms should focus investments in customer experience into areas that are
likely to increase brand equity.

Figure 3: Customer Experience Model Results

In regards to the two interaction hypotheses, support was found for both. First,
I tested the moderating influence of brand-level advertising expenditures on the
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association between customer experience and customer-based brand equity. Results
show that the association is stronger when brand-level advertising expenditures are
higher. Specifically, the firm’s brand-level advertising expenditures moderated the
relationship between customer experience and customer-based brand equity
(bCX_X_BRADV = .01, p < .05). This was in support of H4. Second, the direct impact of
customer experience on financial performance is contingent on the interaction of
customer experience and leverage. Specifically, the data show that highly leveraged
firms decrease the affect that customer experience has on financial performance
(bCX_X_LVG = -1.09, p < .01). This result shows strong support for H5.
Table 10 provides estimates, with an R-square value of 40% for brand
familiarity, 21% for brand quality, and 33% for brand consideration. This result
suggests that customer experience is a strong predictor of all three dimensions of
customer-based brand equity. However, support was not found for H6, as the results
show that customer experience does not have a significant direct impact on brand
familiarity (bCX = .11, p = .24). In support for H7, the size and significance of the
coefficients and the relative R-square increases show that customer experience has a
significant impact on brand quality perceptions (bCX = .36, p < .01). In support for H8,
customer experience has a significant impact on brand purchase consideration (bCX =
.40, p < .01). These results show strong support for H7 and H8. H9 predicts that brand
level advertising expenditures will positively moderate the relationship between
customer experience and (a) brand familiarity, (b) brand image, and (c) brand
consideration, such that the relationships are stronger at higher levels of brand level

71

advertising expenditures. Support was found for a firm’s brand-level advertising
expenditures moderating the relationship between customer experience and brand
familiarity (bCX_X_BRADV = .15, p < .01), brand quality (bCX_X_BRADV = -.02, p = .75),
and brand consideration (b CX_X_BRADV = .17, p < .05). Figure 4 shows the results of the
tested relationships in the customer-based brand equity dimensions model.

Figure 4: Customer-Baed Brand Equity Dimensions Model Results
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Table 10: Cross-Sectional Regression Results for Brand Dimensions Model

Independent Variables
Hypotheses
H6: CX Familiarity
BrAdv
H9a: CXxBrAdv FAM
H7: CX Quality
BrAdv
H9b: CXxBrAdv QUAL
H8: CX Consideration
BrAdv
H9c: CXxBrAdv CON
Controls
Employees
Cost of Goods Sold/Rev
2012
2013
Transport Services
Manufacturing
Retail
Brand Equity
Observations
R2
F-value
F-probability

Familiarity
Estimate
t-test
value
0.11
0.27
0.15

Quality
Estimate
t-test
value

1.18
5.28**
2.68**
0.36
-0.08
-0.02

0.24
-0.10
0.07
-0.01
0.01
0.12
0.29

Consideration
Estimate
t-test
value

2.34*
-0.94
2.49*
-0.40
0.03
1.55
2.82**
445
.40
6.48
p < .01

*p ≤ .05
**p ≤ .01
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-0.06
0.01
-0.05
0.29
-0.13
0.15
-0.29

4.40**
-1.45
-0.32

-0.95
0.14
-0.73
4.80**
-2.10*
2.34*
-3.54**
445
.21
6.67
p < .01

0.40
0.08
1.17

4.66**
1.55
2.68**

0.05
0.08
-0.01
0.03
0.05
-0.07
0.01

0.59
0.45
-0.25
1.63
0.67
-0.66
0.11
445
.33
5.31
p < .01

CHAPTER SIX
DISCUSSION

Marketers and executives are increasingly held accountable for their strategic
decisions and the implementation of their vision on financial returns. This is true with
current and potential customers, with their ability to retain top talent, and perhaps this
is the truest with the investors of the firm (Olson and Thjømøe, 2009). Marketers and
executives will be judged on what is important to investors, thus primarily profits, and
anything that leads to greater profits. Therefore, marketing investments should be
distributed with the goal to increase investor return and with the ability to demonstrate
the value of each investment. This study directly confirms marketing investments that
improve customer experience are valuable by testing a framework which predicts the
impact of a multi-dimensional customer experience on customer-based brandy equity
and financial performance. Using 445 observations nested within 167 firms, this study
reveals that investors are benefiting from marketing investments into the customer
experience.
These findings show that the touchpoints surrounding an exchange provide
prolific experiences for building long-term associations with the brand (Holbrook and
Hirschman 1982). The value of a brand exists in the perceptions consumers hold and
the experiences customers have with the products, services, and employees the brand
is associated with. Investments in customer experience translate into favorable brand
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value, measured effectively by customer-based brand equity. Thus, investments in
customer experience will provide firms with a competitive advantage through benefits
such as greater customer loyalty (Chaudhuri and Holbrook 2001), more brand
extension opportunities (Aaker and Keller 1990; Lane and Jacobson 1995), and less
vulnerability to a brand failure and competitive marketing actions (Liao and Cheng
2014).
The findings of H2 and H3 highlight the path of full mediation as the impact of
customer experience on financial performance occurs through the mediator, brand
equity. This provides an empirical rationale for the widely observed phenomenon of
customer experience, as many investors may be unsure if customer experience
investments will impact the bottom line, yet there is an acceptance of activities that
increase brand equity. This result suggests that firms should focus investments in
customer experience into areas that are likely to increase brand equity. Ultimately, if
an amazing customer experience does not increase the level of brand awareness and
familiarity, quality perceptions, and purchase intentions, it will not have long-term
financial value for the firm. Investments in customer experience that do not influence
customers to repurchase products or services, purchase at a higher frequency or in
higher quantities, and cross-buy from the brand, are not viewed as valuable. Great
customer experiences only support higher prices or provide resistance against
downward pressure on prices when the customer views the brand in high esteem.
The customer-based brand equity literature supports the findings in the current
study that customer experience should positively influence financial performance
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through building brand awareness, improving brand quality perceptions, and
increasing brand consideration. Higher equity brands are able to increase their relative
bargaining power with respect to suppliers, partners, and channels. These stakeholders
should find value in a partnership with a high customer experience and equity brand,
and thus are likely to seek to sustain favorable relationships with the brand. The
findings offer meaningful results for the importance of customer-based brand equity
and provide indirect confirmation for findings in the literature that high brand equity
reduces the cost of future transactions (Reichheld and Sasser 1989) and secures future
revenues (Rust and Keiningham 1995; Rust, Moorman, and Dickson 2002).
This study also investigated some of the boundary conditions in which the
mechanism performs better or worse. First, the results show that the association
between customer experience and customer-based brand equity is stronger when
brand-level advertising expenditures are higher. Higher advertising expenditures
increased the positive impact that customer experience had on customer-based brand
equity. Advertising can gain consumer attention and provide value to brands by
improving the benefits of the qualities that already exist. This finding validates the
findings with intangible assets in previous literature that advertising can increase the
effect of positive outcomes that occur from intangible assets. Advertising plays a key
role in communicating potential functional, service-interface, and social experiences
as well as product or service functional, experiential, and symbolic benefits.
Advertising heightens awareness of these customer experiences and their impact in
generating improvements or decay in the quality perceptions that impact brand equity
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(Aaker 1991; Keller 1993).
Firms can use brand advertisements to build awareness and signal the quality
of their products and services. Significant brand level advertising expenditures show
that the firm is investing in the brand, which in principle implies improved customer
experiences and superior quality (Kirmani and Wright 1989). Further, advertising may
accelerate the velocity of the effects from superior customer experiences on brand
equity. Advertising expenditures can also be used to communicate messages about the
customer experience that will be delivered to consumers. Thus, a firm can persuade
the consumer that a product, service, or experience is superior, thereby increasing
customer-based brand equity.
Second, the results also show that when firm financial leverage is high, the
effect of customer experience on financial performance is negative. Using borrowed
money enables a firm to obtain significantly more assets or to make more investments
into product development or customer experience than what could have been
purchased using only available cash. However, a high degree of financial leverage
means high interest payments, which negatively affect the company's bottom-line
earnings per share. The results in this current study follow the assumptions and
findings of previous work. Prior studies usually find a positive relationship between
tangibility and leverage, implying a negative relation between intangible assets and
leverage if everything that is not property, plant, or equipment is considered an
intangible asset. Intangible assets tend to be more risky and more difficult to value
than tangible assets and investors may be wary of companies with a heavier reliance
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on debt than is justified by their assets.
The second model, the robustness check, provides results for the path from
customer experience to each of the customer-based brand equity dimensions: brand
familiarity, brand quality, and brand consideration. These findings deepen our
understanding of which areas of customer-based brand equity are impacted by
customer experience. First, the finding that customer experience does not have a direct
effect on brand familiarity and awareness is understandable. While brands with
superior customer experience certainly are likely to receive greater word of mouth,
word of mouth messages take time to spread. However, the results show a positive
association between customer experience and brand familiarity when brand-level
advertising expenditures are higher. Advertising can gain consumer attention and
provide value to the brand by educating consumers on the experiential benefits their
brand offers. Firms who use brand advertisements to build awareness and signal the
quality of their services, realize the benefits in brand familiarity.
Second, the findings do show that customer experience has a direct effect on
improving brand quality perceptions. Superior customer experiences influence the
perceptions and beliefs that consumers attach to a brand. Consumers evaluation of a
brand’s overall superiority over other similar brands, is founded on the experiential
benefits and feelings associated with their interactions with the brand. Brands known
for providing a great customer experience, signal quality and increase consumer
confidence. While advertising plays a key role in communicating functional,
experiential, and symbolic benefits of interacting with a brand, consumers may prefer
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first hand experiences. Thus, while advertising heightens awareness, it does not further
increase the impact that customer experience has on brand quality perceptions.
Third, customer experience has a significant impact on brand purchase
consideration. For customer experience to influence brand consideration, the consumer
must believe that the product or service will fulfill their needs and provide positive
experiences at various touchpoints. Direct personal experiences with a brand have the
strongest influence in building habits and memories about the brand (Burnkrant and
Unnava 1995). Consumers may view the brand that provides superior customer
experiences as more competent, proficient, and dependable. Therefore, brands that are
able to provide assurance that the brand will accomplish its value promise will lead the
consumer to be confident about future experience, and those brands are more likely to
be in the consumer’s consideration set. This study also demonstrates the value in
brand-level advertising expenditures in increasing the effect of customer experience
on brand consideration. In addition to drawing attention to the products or services it
offers, brands can use advertising expenditures to remind consumers of the high level
of customer experience that it provides and provide a motive for purchasing that
particular brand. Thus, advertising may accelerate the velocity of the effects from
superior customer experiences on brand consideration.
To further investigate the data, an analysis was conducted to compare the
services industry versus the retail industry. First, customer experience has a significant
positive impact on customer-based brand equity (bCX = .26, p < .01) in the services
model: however, it does not have a significant impact in the retail model. Perhaps this
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is explained simply by the focal existence of the brand. In the case of services, the
customer experience is central to the brand. With retailers, the products they sell are a
focal part of their value, thus brand equity is built more by quality products than
quality services. Second, the impact of customer experience on financial performance
was not significant (bCX = .10, p = .92) in the services model, and was significant and
negative in the retail model (bCX = -.20, p < .05). Investments in customer experience
for retailers do not show to benefit the firm. Third, customer-based brand equity had a
significant positive impact on financial performance (bBE = .29, p < .01) in the retail
model, and a nonsignificant impact in the services model. This may be due to the
challenges associated with linking intangible assets with financial performance,
especially for service-based firms.
Next, I tested the moderating influence of brand-level advertising expenditures
on the association between customer experience and customer-based brand equity in
each model. The results from these tests can be found in Tables 11 and 12. Results for
both models show that the association is stronger when brand-level advertising
expenditures are higher. Specifically, the firm’s brand-level advertising expenditures
moderated the relationship between customer experience and customer-based brand
equity in the services (bCX_X_BRADV = 1.02, p < .05) and retailer (bCX_X_BRADV = .50, p
< .05) models. These results provide further evidence to the benefits that brand-level
advertising investments can provide both service and retail firms. Finally, firm
financial leverage did not moderate the relationship of customer experience to
financial performance in either the services or retail model.
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Table 11: Cross-Sectional Regression Results for Services

Independent Variables

Interactions + IVs + Controls
Estimate
t-test value

Hypotheses
H1: CX BE
H2: CX Q
H3: BE Q
BrAdv
H4: CXxBrAdv BE
LVG
H5: CXxLVG Q
CX Q via BE

0.26
0.10
-0.17
0.94
1.02
0.27
-0.04
-0.02

2.81**
0.92
-1.06
3.09**
3.49**
5.79**
-1.04
-0.99

Controls
Employees
Cost of Goods Sold/Rev
2012
2013

0.19
0.14
-0.04
-0.02

2.52**
1.39
-0.45
-0.17

Brand Equity
Observations
R2
F-value
F-probability

179
.49
6.18
p < .01

Tobin’s q
Observations
R2
F-value
F-probability

179
.16
3.59
p < .01

*p ≤ .05
**p ≤ .01
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Table 12: Cross-Sectional Regression Results for Retailers

Independent Variables

Interactions + IVs + Controls
Estimate
t-test value

Hypotheses
H1: CX BE
H2: CX Q
H3: BE Q
BrAdv
H4: CXxBrAdv BE
LVG
H5: CXxLVG Q
CX Q via BE

0.12
-0.20
0.29
-0.24
0.50
0.01
0.02
0.03

0.83
-2.54*
5.73**
-2.36*
3.28**
0.45
0.66
0.77

Controls
Employees
Cost of Goods Sold/Rev
2012
2013

0.09
0.10
-0.28
-0.07

1.47
0.34
-2.80**
-1.17

Brand Equity
Observations
R2
F-value
F-probability

180
.11
3.22
p < .01

Tobin’s q
Observations
R2
F-value
F-probability

180
.16
3.32
p < .01

*p ≤ .05
**p ≤ .01
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THEORETICAL IMPLICATIONS

Marketing scholars and practitioners have encouraged the study of the
marketing-finance interface in an effort to bring relevant and useful findings to the
business community (Luo and Bhattacharya 2009; Reibstein, Day, and Wind 2009).
By developing this theoretical framework and empirically testing its predictions, I
obtain several theoretical and managerial insights. The results follow ongoing research
on the marketing-finance interface that links intangible marketing assets and
customer-based measures with financial performance. From a theoretical perspective,
these findings provide support that improvements in intangible market-based assets
impact financial performance. This study fills a critical gap by linking marketing with
firm performance, and more specifically customer experience with firm performance.
First, the finding of a positive association between customer experience and
customer-based brand equity has important implications for both constructs. If the
value of a brand exists in the perceptions consumers hold and the experiences
customers have, then firms who want to increase brand equity would benefit from
investments into customer experience. This builds on the idea that the touchpoints
surrounding an exchange provide prolific experiences for building long-term
associations with the brand (Holbrook and Hirschman 1982). Second, the finding that
customer experience does not have a significant direct effect on financial
performances and the finding that customer-based brand equity does have a significant
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direct effect on financial performance has important implications. The path of full
mediation in the model demonstrates that investments into customer experience have
different outcomes on financial performance. Investments in customer experience that
do not influence customers to repurchase products or services, purchase at a higher
frequency or in higher quantities, and cross-buy from the brand, are not viewed as
valuable. Ultimately, if an amazing customer experience does not increase the level of
brand awareness and familiarity, quality perceptions, and purchase intentions, it will
not have long-term financial value for the firm.
Overall, these results contribute new insights into the understanding of the role
of brand assets in appeasing investors. Contributing to the marketing-finance
literature, investors should look favorably at customer experience investments that
increase customer-based brand equity, and be more wary of investments in customer
experience that do not directly increase customer-based brand equity, because those
investments do not have the same impact on financial performance. There may be
several reasons for customer experience’s influence on a firm’s financial performance
through customer-based brand equity. From a marketing theory perspective, the most
likely reason may be that both customer experience improvements and customer-based
brand equity are positioned as a market-based asset that has a direct value to
customers (e.g., Srivastava et al. 1998), yet currently only customer-based brand
equity is linked to financial performance. Many forms of intangible assets are nonmarket-based resource inputs that may (or may not) be used in ways that ultimately
create value for customers. Customer experience investments are an understudied
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intangible asset, and the value is still undetermined in the mind of many investors and
executives.
The two moderators in the model also provide implications. The association
between customer experience and customer-based brand equity is stronger when
brand-level advertising expenditures are higher. Academic literature has long
supported the belief that advertising plays a key role in communicating potential
functional, service-interface, and social experiences as well as product or service
functional, experiential, and symbolic benefits. Higher advertising expenditures may
also produce a more positive impact on the relationship between customer experience
and brand equity. Based on relationships with intangible assets in previous literature,
advertising should be able to increase the effect of positive outcomes that occur from
intangible assets, such as customer experience and brand equity (Ailawadi et al. 2003;
Buil, de Chernatony and Martínez 2013; Eng and Keh 2007).
The finance literature has linked leverage with equity risk and with firms’
ability to repay debt (e.g., Ferreira and Laux 2007; Kisgen 2006). Tangible assets,
many of which can be easily collateralized, support debt. Accordingly, the amount of
tangible assets is well-established as a principal driver of leverage. As investing is
shifting more and more from tangible to intangible assets, the present study is crucial
for shedding light on to what extent intangible assets support debt. Prior studies
usually find a positive relationship between tangibility and leverage, implying a
negative relation between intangible assets and leverage if everything that is not
property, plant, or equipment is considered an intangible asset. The findings in this
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current study contribute to the literature by showing when firm financial leverage is
high, the effect of customer experience on financial performance is negative.
The most obvious implication—from the finding that companies that treat their
customers well tend to produce better returns to their investors—is that firms should
generally try to improve customer experience. This is hardly a revolutionary idea; it
has been a fixture in marketing literature and education for more than 50 years.
However, it has taken on increasing necessity as a result of global competition and the
multitude of purchasing options. In summary, this study contributes to the growing
marketing-finance interface literature. It adds to the finance literature by showing that
there are additional drivers of financial performance beyond those traditionally studied
in the field of finance. As such, this study (1) helps bridge the knowledge gap in the
marketing-finance literature and (2) better prepares those individuals who make
financial decisions for the firm with additional research that can help alleviate
concerns in regards to making intangible marketing investments.
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MANAGERIAL IMPLICATIONS

The findings in this study place importance on customer experience as a
valuable intangible marketing asset, highlighting the function of marketing and its’
importance to the firm (e.g. Feng et al. 2015). It also indirectly supports the idea that
chief marketing officers are valuable assets for the firm (e.g. Germann, Ebbes, and
Grewal 2015) if they are aligned in their understanding of the customers’ experiences
when directly or indirectly interacting with the firm. Marketers and executives are
increasingly held accountable for their strategic decisions and the implementation of
their vision on financial returns. This is true with current and potential customers,
with their ability to retain top talent, and perhaps this is the truest with the investors of
the firm (Olson and Thjømøe, 2009).
Marketers and executives will be judged on what is important to investors, thus
primarily profits, and anything that leads to greater profits. The market does not
generally value customer experience until its effects show up in improved company
financials. Therefore, marketing investments should be distributed with the goal to
increase investor return and with the have ability to demonstrate the value of each
investment. This study directly confirms marketing investments that improve customer
experience are worthwhile and beneficial for the firm. Although this study does not
provide diagnostic guidance for managers who are exploring ways to improve
customer experience or for specific guidelines to implement customer experience
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management programs, it provides a strong rationale: Firms that achieve higher
customer experience also create more customer-based brand equity and increases in
customer-based brand equity provide firms with greater financial performance.
From a managerial perspective, these new insights into how investments in
customer experience affect brand equity and firm performance demonstrate that
similar to other intangible marketing investments, investors can expect customer
experience to produce positive results. The results of this study reveal that customer
experience initiatives have the potential to provide an impact on important financial
metrics for the firm. However, this can only be accomplished and maximized if
managers pay attention to certain boundary conditions suggested by this study.
Another interesting finding from this study is that there are several factors that
help explain the results, which should provide practitioners boundary conditions for
which to utilize customer experience as a strategic marketing tool. Customer
experience has a stronger impact on customer-based brand equity when accompanied
by brand-level advertising. Brand-level advertisements provide opportunities to build
familiarity and awareness to a firm’s customer driven value propositions. This can
lead to consumers acting on this information and thus strengthening the relationship.
Firms should strongly consider increasing investments in brand-level advertising
expenditures. Advertising heightens awareness of these customer experiences and
their impact on generating improvements or decay in the quality perceptions that
impact brand equity (Aaker 1991; Keller 1993). Advertising can gain consumer
attention and provide value to brands by improving the benefits of the qualities that
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already exist.
Firms should also be aware that investors may be wary of firm spending on
customer experience for firms with a heavier reliance on debt than is justified by their
assets. Under certain conditions executives may be inclined to push a company’s
capital structure beyond its optimal balance point (Piper and Weinhold 1982). This
occurs when the CEO or CFO overestimates the payoff from debt financing or fails to
understand the basis for wealth creation through debt financing or to take account of
corporate taxes. Investors will likely look unfavorably at investments in customer
experience from highly leveraged firms. The findings in the present study confirm that
customer experience has a significant negative effect on financial performance for
firms that are highly leveraged.
The long-term nature of economic returns from improved customer experience
has important implications for the capital market valuation of the firm. In a global
economy with ever-increasing competition and endless purchasing options, would
firms be better advised to focus on the creation of positive customer experiences to
more efficiently differentiate themselves from the competition to improve future
financial performance? Loyal and satisfied customers represent a revenue-generating
asset for the firm that is costly to develop and maintain. Such an asset should figure
prominently in assessments of a firm’s future financial health. If each firm provides a
standardized customer experience index score as part of its financial reporting, capital
markets will be better informed.
As suggested by the findings in the current study, the reward for providing
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customers with a great experience is much greater than is generally known. However,
it should be recognized that customer experience information is not without
interpretational challenges. Therefore, it would be unrealistic to expect that equity
markets would not have challenges with respect to acting on such information. In
addition to the challenges associated with arbitrage costs, imperfect information,
limitations on investors’ cognitive and reasoning skills, and institutional rigidities that
impair market efficiency, customer experience is not included in the analysis models
most investors use (Gupta and Lehmann 2005). Consequently, it would be difficult for
equity markets to instantly incorporate customer experience information. It is also not
the case that strong customer experience always leads to higher financial performance.
As this data demonstrate, investments in customer experience that do not increase
brand equity, do not always lead to greater financial performance.
In a market in which many firms are looking for one-size fits pre-designed
solutions, firms will need to model their customer experience management plan
specific to their unique context. Too many conceptualizations of customer experience
are too all-encompassing and therefore limit their ability to be relevant and actionable
in multiple contexts (Lemke et al. 2011; Voss et al. 2008). Customer experience is not
a simple concept to capture, as multiple touchpoints in a variety of channels and media
enable customers to interact with firms, leaving customer experience increasingly
more complex and varied (Lemon and Verhoef, 2016). These interfaces may stir
different emotions and elicit different cognitive responses which, in turn, can cause
individuals to adopt unique behaviors (Maklan and Klaus 2011).
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Today, well-informed consumers are more demanding, use multiple channels,
and seek out rewarding, emotion-rich experiences. It becomes vital for firms looking
to increase brand equity and impact financial performance, to understand and measure
customer experience in all its complexity and investigate how it can be used to
develop a loyal and profitable customer base. Each firm should create its own
customer experience management plan. Firms can simply start by identifying the key
touchpoints that consumers encounter, and begin evaluating the effectiveness of those
experiences through consumer’s cognitive, behavioral, and emotional evaluations.
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LIMITATIONS AND FUTURE RESEARCH

In interpreting the findings of our study, I should note a few limitations in our
data set. First, because of data source limitations, our sample contains companies in
the United States with end-user customers in the 20 categories captured by Temkin’s
Customer Experience ratings. With 167 different firms in our data set, I expect these
results to be generalizable, at least for large firms operating in consumer markets in
which these findings are likely to have real economic significance. However, my
results may not be equally generalizable to firms whose end-user customers are
businesses. Second, I do not have Harris EquiTrend data for all the brands owned by
each of the 167 firms in our database. Thus, the brands included in our data set
contribute less than 100% of the sales revenue of the firms in our firm-level analyses,
meaning that there is noise in our data. Therefore, our findings may underestimate the
significant effects of customer-based brand equity in increasing financial performance
(Aaker and Jacobson 1994). Lastly, the sample consisted of brands that customer
experience data was available for. Most brands in the data set included customer-based
brand equity data and firm level financial measures. However, I used a nested model
because there were some brands for which customer-based brand equity data was
unavailable, and other brands that were not publicly traded, thus financial measures
were unavailable. Future research should seek to gather larger sample sizes in order to
accommodate more variables in theoretical models, but also to rectify the problem of
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data missing from databases such as Harris Equitrend or COMPUSTAT.
There are a few challenges and limitations with the use of Tobin’s q. First, the
numerator of q uses stock market–based information to measure the long-term value
of a firm. This is an indirect and external method of measuring something that is, in a
sense, intrinsic to the firm (Sheperd 1986) and is subject to fluctuation on the basis of
sudden changes in overall market factors and other extraneous influences. Second, the
denominator of q excludes intangible assets from its calculations. The intangible assets
contribute to the value of a firm, but estimates of replacement costs for such assets are
not a part of the denominator. This results in an “overestimation” of a firm’s true q
value. Third, estimation of the replacement value of a firm’s tangible assets is complex
and can be quite difficult to compute (Hall 1993). In the Methodology and Data
sections, I used prescribed methods for calculating q and for controlling for potential
factors that have been shown to minimize these limitations as much as possible. In
summary, Tobin’s q appears to be the best measurement option, given its strengths of
being forward looking, comparable across firms, and based on economic theory. In the
following section, the latter characteristic plays an important role in specifying an
appropriate econometric model for my empirical test.
Due to the multi-dimensional, subjective, and holistic nature of customer
experience, there are a number of opportunities for further discovery. Obtaining a
larger amount of information that individual customers possess about their
consumption experiences could be tremendously valuable for organizations in
strategic decision making. While it may be that such data would be difficult to observe
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or costly to obtain, this data would provide information that is unanticipated by the
market and provide a competitive advantage.
Another important direction for further research is to replicate the findings of
the current study in other parts of the world in which national customer experience
measurement systems and active capital markets coexist. In addition, future
researchers could investigate the information content of customer experience and the
role of such measures in conveying information in efficient markets. Also, because
this data set consists of industries that range from “very fragmented” to “mildly
oligopolistic,” further research should also include more “strongly oligopolistic” or
“monopolistic” industries.
Future inquirers in this domain should also explore the effects of customer
experience on alternative outcomes such as liquidity, systematic and idiosyncratic risk,
return on equity, cash flow, and/or investment by institutional shareholder. Identifying
and testing additional moderators of the association between customer experience and
financial performance would also help firms in deciding how to maximize the impact
of customer experience on financial performance.
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SUMMARY AND CONCLUSIONS

With customer experience research primarily in the conceptual phase, this
research provides the first evidence that investments in customer experience can
positively impact financial performance, if those investments are increasing customerbased brand equity. This result should provide all stakeholders, especially executives
and investors, with the validation needed to continue to make and expand these efforts.
In summary, the findings presented represent strong support for a positive association
between customer experience and customer-based brand equity, and support for the
impact of customer experience through the mediator customer-based brand equity or
under certain boundary conditions, to financial performance. The findings in this study
suggest that investors should react positively to firms making investments in
improving the customer experience, particularly when those investments are leading to
increases in customer-based brand equity. The results explicate that executives and
managers can justify their marketing spending on customer experience, specifically
those investments that will increase customer-based brandy equity.
The current study has several important strengths that future researchers and
readers might keep in mind as they evaluate the findings. With a unique dataset of
customer experience scores, customer-based brand equity scores, and financial
metrics, this study provides strong support that investments into improving customer
is an efficient use of marketing resources to increase financial performance. First, it
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conceptually links customer experience with customer-based brand equity and
financial performance. Second, the sample is based on Temkin’s customer experience
score. As such, our measure of customer experience is based on a nationally
representative sample of actual customer experience with a particular firm’s offerings;
it is not self-reported by managers. Furthermore, the Temkin CX database includes
customer experience measures for nearly 200 Fortune 500 firms, selected to represent
fully the largest industries in five of the major sectors of the U.S. economy that end
users directly experience. Third, the measure of customer experience is made up of
cognitive, behavioral, and affective dimensions. This research shows the value of a
multi-dimensional customer experience measure that encompasses a customer’s
emotional, behavioral, and cognitive evaluation of a firm. Fourth, our measure of
financial performance, Tobin’s q, is strongly grounded in the economic theory of firm
long-term profit maximization (Lindenberg and Ross 1981; Tobin 1969). It provides a
measure of firm value that is long term, risk adjusted, forward looking, and
cumulative. Tobin’s q is generalizable and comparable across firms in different
industries. Finally, this study employs a methodological approach to control for fixed,
random, and time-varying “unobservable” factors that may bias empirical estimates of
the association (Jacobson 1990).
Together, the findings of this study empirically affirm a fundamental principle
of capitalistic free markets: Sellers that do well by their customers are rewarded with
more business from buyers and with more capital from investors. Likewise, if
businesses fail to meet the experiential needs of customers as effectively and
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efficiently as competitors, customers and investors turn elsewhere. Ultimately,
investors and the flow of financial capital move with the flow of customers and their
purchasing power. In theory, this is how free economies should operate, with the
market allocating capital and other resources to create the greatest possible customer
experience in the most efficient manner possible.
In summary, these results certainly offer insight to firms considering the use of
customer experience as a strategic tool. Although this research provides evidence that
customer experience does not always directly impact financial performance, it also
indicates that there are tangible ways that the firm can use customer experience to
have a financial impact. These results confirm the importance of utilizing customer
experience to increase financial performance through customer-based brandy equity,
and the value of brand-level advertising expenditures and financial leverage to
maximize the effect of customer experience.
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